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INTRODUCTION 


The twenty-fourth Bilderberg Meeting was held at the Golden Dolphin 
Hotel, Cesme, Turkey, on 25, 26 and 27 April, 1975, under the Chairmanship 
of H.R.H. The Prince of the Netherlands. 

There were 99 participants, who came from 14 European countries, the 
United States, Canada and several international organizations. A wide variety 
of fields was represented: government and politics, banking, education, the 
law, journalism, industrial management and trade unions, transport, foun- 
dation administration, and the diplomatic service. 

In accordance with the rules adopted at each Meeting, all participants spoke 
in a purely personal capacity without in any way committing the organization 
or government to which they belonged. To enable participants to speak 
frankly, the discussions were confidential, with no press reporters admitted. 

The Agenda was as follows : 

I. Inflation: Its Economic, Social and Political Implications. 

II. Recent International Political Developments: 

A. The present status and prospects of efforts to resolve the Arab-Israeli 
conflict, and the effect on relations among NAiO members. 

B. Other recent developments affecting the relations among NATO 
countries. 

In opening the meeting, H.R.H. The Prince of the Netherlands read the 
text of a telegram which he had sent to the President of Turkey, expressing 
gratitude for that country’s hospitable welcome. (A message of good wishes 
from President Korutiirk was read to the participants at a subsequent session.) 
The Prince also read a telegram of greetings received from the Turkish rime 
Minister, Mr. Dcmirel. 

After recalling the rules of procedure, the Prince turned to the first item 

on the Agenda. 
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ITEM I 



INFLATION: ITS ECONOMIC, SOCIAL AND 
POLITICAL IMPLICATIONS 


WORKING PAPERS 


The background for the discussion of this subject was provided by three 
working papers - prepared by a Canadian, a German and a Dutch partici- 
pant - which had been distributed to the participants prior to the conference. 


A. The Canadian paper was entitled “Inflation, 1950-75: A Social and Politi- 
cal Perspective”. According to the author, the present hyperinflation and 
severe recession are inextricably linked. Our current predicament marks a 
pronounced break in the surge of economic growth experienced in the advanced 
Western industrial countries over the last 25 years. How have the goals and 
policies of the past quarter century brought us to this pass? Clearly there has 
been a persistent inflationary bias; the dangers of inflation have been down- 
graded in relation to the priorities of previous history, and the consequences 
of inflation subordinated to other social and political purposes. 


Mindful of the Great Depression, and inspired by wartime sacrifices, govern- 
ments after World War II took a quantum jump in explicitly accepting un- 
precedented responsibilities for full employment, the general welfare an 
greater equality. The resolution of governments to assume these far-reaching 
social goals was fortified by the new orthodoxy of the Keynesian Revo ut o , 
which swept aside critical perspective and balanced foresight. 

The new doctrines sought to show that the capitalist market system in 
advanced industrialized countries tended inherently toward chronic stagnation, 
and could not ensure the full use of resources (including a or). 1 , . 

solution was for government to manage total aggregate ceman so 
into use all productive resources and thus guarantee nil employment Thi 
demand management was to be accomplished by timely changes m 1 govern 
mental revenues and spending, facilitated by discretionary supplies of 

money and credit system to maintain low interest rates 

credit. These policies were aimed at C ^ C0 ^ a t f"^ los °J y Sed through a multi- 
and private investment, which were held to Y 


plier relationship. 
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Although this Keynesian approach had proved useful under thr ipccial 
conditions of war, it had a strong inflationary bias from the outlet. After 
25 years, the consequences of this bias are submerging the very objectives for 
which the strategy was adopted. The single-minded pursuit of full employment 
is failing, and the aims of social justice and welfare are bring underminrd by 
the inequities of capricious redistributions of income and wealth through 
rising inflation. Is this present malaise simply an interruption of an essentially 
viable course, or are we faced with more serious problems of social and {political 
orientation? 

Experience has now shown that governments and their Keynesian advisers 
have been proceeding on a number of simplistic and erroneous Iw-liefs, one of 
the most serious being that “money doesn't matter all that much." It was 
thought that the main role of money was to keep interest rates low. and that 
its supply could be regulated for this purpose without much rrgard for cflert.s 
on the price level. Prices were viewed as based on costs, which in turn wrrr 
determined mainly by wages (\s*hich tended to be sticky and rcsjvonsive pri- 
marily to factors affecting traditional relationships . The dose connection 
between the quantity of money and the behavior of the general prire level 
- which had long been understood - was somehow overlooked in the postwar 
period. 


I he shortcomings of this philosophy of monetary management lierame 
apparent in the persistence of inflationary pressures. Resort was then taken 
in another simplistic solution: Keynesian demand management through fiscal 
policy designed to achieve appropriate budget surpluses. Raising taxes came 
to be a standard anti-inflationary procedure, often without regard to what was 
happening to the supply of money and credit. 

As the limitations of simple demand management and f,„ .,1 pnlirv In-camr 

cleat, the authorities turned to more tlirecl inters™., on private 

thr„u g h enforced or voluntary controls. These ''incomes policies" svcrc hjed 

«- 

•ttZEssEzs* I,as do " c -»**' 

« 

policies. As it turned out thoueh the re , . , domestic management 

relatively rigid regime of fixed exchange' raM * 

international transmission of H q „ idity and 
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largely by the monetary and exchange policies of the US). Without the protec- 
tive shield implied by Keynesian doctrine, which might have been provided 
by greater flexibility in exchange rates, individual countries were left helpless. 

The new orthodoxy also assumed reasonable accuracy of medium-term 
economic forecasting. In fact, official forecasts used for fiscal purposes have 
very often been wide of the mark, so that government action or inaction has 
been wrong or untimely. In the face of these difficulties, better results were 
sought through “fine tuning” based on short-range information. Unfortunately, 
there are long and variable lags between fiscal and monetary decisions and 
their effects on the economy. Furthermore, tactics aimed at quick results and 
the attainment of short-run inflation/unemployment trade-offs tend to be 
frustrated by the public’s inflationary expectations. 

In short, the problems of achieving full employment and general welfare 
and security on a sustained basis have turned out to be far more complex 
than the new postwar economic doctrines had envisaged. The hopes that 
government could effectively manage aggregate demand and money have been 
proven simplistic and exaggerated. 

Perhaps the most significant outcome of the Keynesian Revolution has been 
the unprecendented growth of government in the West over the past quarter 
century. Total government spending as a percentage of GNP has approxi- 
mately doubled, and continues to rise in many countries toward the 50 per cent 
level. More and more economic and social decisions are being made in the 
political and bureaucratic arena, with automatic market processes playing a 
diminishing role. Governments everywhere are confronted with pressure 
groups whose demands cannot be reconciled with the means at hand, do cope 
with this predicament, governments tend to avoid the hard decisions and to 
resort to the inflation of the money system — social and political peace icing 


given precedence over equity and efficiency. 

Throughout the postwar period, the monetary authorities have genera y 
accommodated the political realities by making available supphe s o money 
credit. The inflationary process eased the government’s problems of defic 
financing while enabling it to increase its revenues without having to legislat 

ThCuicaTimporUncc of «l,e short run is a most troublesome feature of a 

doctrine which involves tile politicization of money and t , ie g ° w 

management of the level of economic activity. Once the 

has fastened a strong grip on expectations, no simple or P“”!« 

be found. There is no assurance that “indexing or oner a J conc;ta ntly 

applied equitably over the whole of society, or sustained a midst con* t Y 

rising inflation. But it may be possible to remove the attraction of the 


tionary process as a device for easy government financing anti conflict resolu- 
tion by suitable changes in the tax laws and by indexing government obliga- 
tions. 

Is rising inflation inevitable in our societies; 1 Not il we c an understand that, 
over any considerable period, it is a monetary phenomenon; not if we can 
surmount short-term political preoccupations in out conduct of monetary and 
fiscal policies; not if we can develop an inte rnational regime to restrain the 
transmission of inflation; and not if we can use the market system to constrain 
the pressures of special interest groups. 

As Thomas Mann reminded us: “It was during the inflation that the Ger- 
mans forgot how to rely on themselves as individuals and learned to expect 
everything from ‘politics’, from the ‘state’, from 'destiny'.” 


In his introductory remarks, the author emphasized the jwrnicious psycho- 
logical effect of generalized inflationary expectations. For nrarlv two centuries, 
price levels had been relatively stable, apart from aberrations caused by wars 
and revolutions. But since the Second World War. persistently rising prices 
had come to be considered “normal”, as wc bad resorted to discretionary 
monetary and fiscal policies in an attempt to achieve ambitious social and 
political goals. The resulting inflationary pressures had been intensified recently 
by the vastly increased cost of food and raw materials especially energy , a 
phenomenon which had been accommodated by a general price rise instead of 
by the traditional relative price changes. 

After each period of economic expansion, wc had moved onto a new and 
gher platform °f inflation, since the exercise of discretionary , voltc.es would 

Td more y d W ffi I Prices. As it became more 

would ^ L , ? ' t0 maimaln ° rdCr in ° Ur anomies, the risk was that we 

fundltSl T° ln r tCrVC , n i t!onist ensures which would compromise the 
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B. The German author , addressing himself to the “International Aspects of 
Inflation”, offered a set of fundamental facts, hypotheses and questions: 

(1) Open inflation has been a persistent phenomenon in the free world 
economy ever since World War II, in contrast to the interwar period, when 
recessions brought about price reductions. Is this open (or suppressed) inflation 
a means of preventing serious recessions, and thus over the long run of raising 
the average rate of employment, capacity utilization and potential growth? 
If so, why should this be, and are there not alternate ways of attaining pros- 
perity? 

(2) While industrialized nations have only gradually moved from creeping 
to trotting inflation, the phenomenon of trotting or galloping inflation has long 
been known in the less-developed countries. Is the fundamental cause never- 
theless the same in both places, namely the political impossibility of raising 
enough money in taxes and the consequent resort to the printing press, or the 
“inflation tax”? 

(3) Historical events suggest a positive answer to the above question: the 
demand pressure in the US resulting from the Vietnam war; consequent 
reduction in American unemployment; worsening of the US balance on cur- 
rent account, reflecting overvaluation of the dollar; large capital outflows; 
increased holdings of dollars and other foreign exchange reserves by foreign 
central banks; and, at the same time, acceleration of inflation in all industri- 
alized countries (except France) in the second half of the 1960’s. 

(4) The subsequent devaluation of the dollar reflected (a) the unwillingness 
of America’s partners to continue paying this “inflation tax , and (b) the 
unwillingness of American producers to suffer the competitive disadvantages 
of an overvalued currency. 

(5) America’s trading partners were willing to pay the “inflation tax for 
as long as they did precisely because their exporters enjoyed competing against 
an overvalued dollar. Their consumers, small savers, and many economists, o 

course, were on the other side of the fence. 

(6) The worsening of the US trade balance was related to other eve op 
ments: the implantation of US subsidiaries in Europe, where labor was then 
relatively cheaper; the transfer of American know-how and techno ogy o 
Europe, depriving the US of part of its monopoly position; and American 
preoccupation with producing for the Vietman war and the space P ro § r ^”’ 1 - 

(7) World inflation was probably also fueled by the ci cation ? . 

Drawing Rights just at the time when the supply of dollars was increas g 

sharply as a result of the US payments deficits. „ 

(8) The doubling of world monetary reserves between 1969 an 973 
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due pardy to the growth of the Eurodollar market, and the participation of 
the central banks. 

(9) This growth in international liquidity and money »tm lo »> a sufficient 
- but not necessarily the ultimate - reason lot world inflation. I he sort of 
inflation we have had in recent years has most likely been supporfrd by politi- 
cal parties and governments, who have discovered that unanticipated inflation 
raises the level of employment anti capacity utilization if only temporarily , 
and moreover that inflation can only be unanticipated it it is allowed to 
accelerate. 

(10) Natural unemployment is higher and natural capacity utilization 
lower than what the public tolerates under the influence of Keynesian doctrines, 
since labor and product markets contain elements of mono|>oly, friction and 
uncertainty and hence arc less perfect than classical te\tl>ook markets. 

(n) The answer to market imperfections is not excess demand and inflation, 
but adjustment assistance and public subsidies t<> private firms to enable them 
to get better information about structural changes in their markets, so that they 
can adapt. 

(12) To cope with monopoly elements, we should rrlv not on inflation hut 
on an incomes policy, of which the author distinguishes two kinds: a (omen- 
tional incomes policy, in the form of moral suasion, gentlemen's agreements, and 
price and wage controls; it is directed at the symptoms, and mav in fact 
reinforce the causes, of the dilemma, b! R<1<I1<11I incomes policy, striking at the 
roots, monopoly power, insufficient competition, and market imperfections. 
This policy, which the author advocates, can take various forms; dissolution 
or control of monopoly power; adjustment of exchange rates in favor of foreign 
producers; subsidization of innovation, of patent licensing in non-mono|>olistir 
forms, and of adjustments to structural change. The aim is to make business 
and labor feel that competition is about as severe as in periods of recession, 
but with a higher capacity utilization and a lower level of unemployment. 

(13) The removal of import barriers produces a competition effect similar 
to that produced by revaluation. Therefore advanced countries should turn 

retr attention to the potential supply from less-developed countries. In wcl- 
coming low-wage imports - even if they are disruptive and bv encouraging 

X r r; h Un ^ tUnatd , y ' <hC pro! P cc,s »«• l-ishl for smli , 5 c,.„ s 

“on”, a Par y beCa “ SC * » Ixuixl P. I..' ....... 

of Sato, inftefcmof ""'""r 

p wiuuji aiiow the tier immigration of 
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workers from low wage countries, for these reasons: (a) such workers are 
usually channelled into complementary jobs in the lower strata, and are not 
really considered competitors of domestic workers; (b) foreign workers com- 
plement domestic capital equipment, and their presence helps to defend 
traditional profit margins and to put a brake on the rise of labor costs and 
prices; and (c) many European trade unions are less interested than their 
American counterparts in maximizing real wages, and may be more concerned 
with maximizing union membership for its own sake or for political reasons. 
In short, this looks like a well-designed mercantilist policy, designed to serve 
the interests of producers and sellers - in contrast to consumers - and of politi- 
cians. 


(15) Immigration is often an inferior alternative to imports of labor- 
intensive products from low-wage countries. World economic development 
would benefit from increased transfers of capital, technology, know-how 
and management skill to low-wage countries. (If it seems paradoxical that 
this would tend to produce higher employment and more price level stability 
at home, it should be remembered that the intermediate target is more sellers’ 
competition, that is, an improvement in that odd system of social control which 
compels participants to serve ends which they do not, and need not, accept as 
their objectives.) 

(16) Inflation is sometimes related to the struggle over income distribution, 
and it is possible that the relative scarcity of labor in advanced countries has 
become a factor contributing to world inflation. If so, everything possible 
should be done to keep business firms informed of structural changes and to 
facilitate their quick adjustment. 

Based on the foregoing analysis, the author makes these policy proposals. 

(1) Let monctarv poliev be concentrated on the single goal of supplying 
just as much money as is needed for the public to absorb the goods and services 
at prices consistent with a constant consumer price level. (Whether this is 
achieved by a price level rule or a quantity of money rule is of secondaiy im 
portance.) 

(2) Let business and labor understand that the government and the central 
bank have no other full employment commitment than that implied by the 
money supply rule. Once the central bank has complied with its sing e 
mitment, wage and price setters have to compete for total deman anc 
careful not to price themselves out of the market. Wage and puce g ul e me ® 
might be used as a “teaching instrument” during a transitiona peno , 
adjustment subsidies might be insured for a limited time. 

(3) Encourage competition by making individual markets an t eeco 
as a whole open to newcomers and to imports from low wage cou 
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(4) Reconsider the question of the real rat.-, of exchange between the 
group of advanced countries and the group of developing countries, in the 
interest of more competition in the advanced countries and more balanced 
growth of the world economy. 

(5) Improve the market mechanism hv a better exchange ol information; 
by removing artificial barriers to transactions; subsidizing transaction cotu 
if they inhibit arbitrage, strengthening forward markets in commodities as 
well as foreign exchange; and liberating public authorities from tasks that can 
be carried out more effectively by private organizations undrr competitive 
conditions. 

* 

* • 


In introducing his paper, the author underlined certain controversial points 
about inflationary causes, remedies and prospects. Any diagnosis of inflation 
had to take account of historical or episodic causes, but there was another 
factor that should not be overlooked. In the postwar period, a veritable com- 
petition had developed in democratic societies in prescribing the new Krvnes- 
ian medicine” of unexpected inflation. But it was onlv in the initial period, 
when the money illusion” had not yet been fullv exploited, that inflation 
could raise levels of employment above normal rates. So a continuing accelera- 
tion of inflation was needed, which was what had led us from the “creeping” to 
the “galloping” stage. 

As to remedies, the author was opposed on ideological as well as practical 
grounds to direct controls, which had proved less effective than non-authori- 
tarian measures. He favored instead a program aimed at correcting structural 
defects in three ways: (a) facilitating the process of economic adjustment bv 
improving the flow of information to the market; b, increasing competition 
by stepping up productive investment in low-wage countries; and r^ assigning 
to central banks the sole role of defending price lev el stability. 

The jmmediate prospect was that the worldwide slump was producing a 
flat emngof mflatmn during 1975, but that the expected upswing of ,976-77 

undertake ? "'Vf of ,nflation ,978, unless counter-measures were 
oAnflatk)^ 1 caoitaf \ § “ S"* was “"^rtainty about the future course 

w^b„td',Xv« ntrjr d ff r ain oricn,cd ,m,ard tk » 

^hadbeen.hecaseinLTrrflr year'" a ' mnal 


♦ 


♦ 
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C. The Dutch paper dealt with “Inflation and its Impact on Society”. The 
author defines inflation as “a persistent and more or less substantial decline in 
the value of money,” as measured by changes in price levels. Money serves as a 
unit of account and as a means of payment. In an extremely inflationary 
environment, the unit of account function is eroded first; in a subsequent stage 
even the means-of-payment function may waste away. Although in theory 
money is a neutral and efficient lubricant, in practice it may become an inde- 
pendent source of disturbances, of which inflation is the most important. 

In a neutral situation, the flow of money is not unlike the blood circulation 
in the human body - an uninterrupted process of distribution and collection. 
Nowhere is additional money pumped in or siphoned off, the amount in cir- 
culation being just sufficient to maintain production and consumption at the 
prevailing price level. New money is injected only in response to increases in 
productivity or in the size of the labor force. 

If more money than that is injected, inflationary disturbances will occur. 
This phenomenon usually has its source in one or more of these circumstances: 
(a) the business community, wanting to invest more than available savings' 
turns to money-creating banks; (b) governments, unable to cover their budgets 
by taxation and long-term borrowing, resort to money creation by the commer- 
cial or central banks; (c) a rise in wage levels exceeds productivity increases 
(cost-push inflation). 

Whatever the cause of these sets of circumstances, they cannot arise or be 
maintained without a growing flow of money. In this sense, inflation in all 
its variations is a monetary phenomenon, and therefore could always be 
prevented by a restrictive monetary policy. Whether such a policy is always 

politically feasible is another question. ... . 

To the above three situations - which assume for simplicity of ana ysis a 
closed economy - a fourth may be added when taking into account internation 
al relationships: price increases of imported raw materials. It is not c car, 
though, that this is really an independent factor. The sharp rise m commo 1 y 
prices in 1973 coincided with expansionary policies pursue to com a 

recession of 1970-71 (a textbook example of demand-pull in ation). 

sequent rise in crude oil prices was a clear case of price-setting y a m °^°P 
confronted with an inelastic demand for his product. i e * _ t 

change in the terms of trade between oil products an a o er p 
need not necessarily lead to a further overall rise in prices. “rrpeninp” 

Three stages in the inflationary process can be distmguis e \ ■ (2) 

inflation, which is expected to pass (less than, say, 5 p er i h 

“marching” (5-10 per cent) ; and (3) “galloping” (above 10 per cent, wit 

confidence in money as a unit of account ultimate y imp 
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Present-day inflationary processes ar e dv nuiim and l umulaiivr. If in a 
demand-pull environment cost-push inflation sets in, it tends to accelerate even 
after the demand-pull inflation has been stopped by resimtne monetary and 
fiscal policies. Thus when wage-earners’ expectations are raised and dtcjppoint- 
ed in endless succession, the inflationary process does not stabilize in Stage One 
but moves inexorably through Stage Two towards Stage Three. Higher rates 
of taxation and social insurance serve to stoke the fires In restricting disposable 
income and thus fostering wage demands in excess ol productivity increases. 

An intensive and cumulative inflationary process has sm ere economic, social 
and political repercussions. For the business sector, it means declining profits, 
to which industry responds with "capital-deepening" investments, aimed at 
substituting machines for relatively expensive labor. At the same time, how- 
ever, the propensity to invest for purposes of.iddition.il productive capacity 
diminishes, producing a pernicious kind of tmrmplovmrnt which cannot be 
cured by simply stimulating demand. As funds for internal financing are 
eroded by rising wage costs, and capital suppliers become levs inclined to 
make longer-term commitments, industrv faces growing problems of finance 
and liquidity (aggravated by taxation svstems . 

But this squeeze on profits and liquidity is not felt evrnlv throughout the 
business community. In normal times, these diflereners would lw cushioned 
and absorbed smoothly, but under galloping inflation the relationships among 
various economic sectors disintegrate, and people begin to lose faith in the 
market system itself. 

The social consequences emerge when pensioners and holders of fixed- 
income securities - and even of common stocks get the uneasy feeling that 
they are falling behind and being defrauded by invisible forces. 

The political effects are easy to imagine: business firms in difficulty, the 
unemployed, individuals whose economic expectations have been disappointed 
a 1 turn for help to the government, which is then fared with serious dilem- 
mas. Should it control the firms which it helps? Should it become a substitute 
or a failing capital market and a loancd-up hanking system? How is all this to 
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(“stagflation”), it must be accompanied by policies deliberately designed to 
deprive wage and price increases of their cumulative effects. The general 
guideline should be that the nominal wage increase deflated by the price 
increase should be in line with productivity growth (adjusted if necessary for 
changes in the terms of trade). 

This aim should preferably be achieved by a program of voluntary, non- 
statutory restraint, but where inflation has progressed deep into Stage Three, 
only a rigorous wage and price freeze can provide the necessary breathing 
space. 

In many of our countries today, inflation is accompanied by widespread 
structural unemployment as well as a classical downturn in the trade cycle. 
A very careful mix of monetary and fiscal policies is thus needed to stimulate the 
economy while braking inflation. Fiscal stimulation will increase budgetary 
deficits, but the government’s increased requirements must be met 
by capital market borrowing and not by money creation. This is particularly 
important in the US, as an excess of money creation there would be bad not 
only for the American economy but, because of the strategic importance of the 
dollar, for the rest of the world as well. 

Admittedly, the timely and effectiv e use of these economic and financial 
policies depends on political practicalities. What is relatively easy in the 
first stage of inflation requires a nearly superhuman effort in Zone Three. So 
we need political leadership that is able and prepared to convince the popu- 
lation that, however high the cost of combating inflation, the cost of not 
doing so will be even higher. The ultimate cost of failure will be the death of 
the principles of private enterprise and democratic government. 


After summarizing his paper, the author suggested three key questions for 

discussion: . , , 

(i) Do we agree that wc need a monetary policy aimed at regu 8 
flow of money in such a way that a substantial inflation has no chance of ta g 

ofp 

(a) If inflation is well under way, as is the case today, do we a S r 
need an incomes policy - either statutory or voluntary, depend, ng on 

T^t^nize the political consensus tepumed to implement 

points (i) and ( 2 )? In other words, how ca: n d less of the pro- 

stopping inflation must be given the highest p Y> 
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grams of their respective political parties? How can we convince pte pfe that, 
however high the cost of stopping inflation, it falls far short of the cm of not 
stopping it - unless, ol course, wr are prepared to sacrifice democracy? 


DISCUSSION 

I. Building the case against inflation. 

A.. Inadequacy of current empirical analysis. A Dutch participant reminded the 
meeting that, not so long ago, •‘creeping" inflation had lieen generally wel- 
comed by employers and employees alike, svith few exceptions. It was only 
with the recent advent of the “galloping" phase that the opponents of infla- 
tion had moved into the majority. 

andDuhKr!!.!l' r rf "r“ widespread concern .,l»,„i inflation. cconwniitj 
and dtn l "°' <lo, ‘ r “ I horoushjnl, of .n.lynn* j„ dama|p»g 
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P oymen, ight be endangered by a ^ ,hat ,h(>ir of full cm- 
attitudes had changed substantially with th l° US . a T in,,ation P° ,ic > - These 
24 7 thC amVal of “gaHoping" inflation. 


B. Effects on industry, trade and investment. A British participant described the 
impact of inflation as seen across an industrial operation. This had nothing to 
do, he said, with speculation in the foreign exchange markets by multinational 
companies or with nefarious policies of financial directors - aspects which were 
often emphasized by politicians. Rather, it was a matter of simple arithmetic. 

Inflation meant that more money had to be put into inventories and work 
in progress, which absorbed funds that otherwise could have been invested 
in long-term product research and development. And as the cost of new equip- 
ment and processes mounted, firms were constrained to cut back their trading 
level to keep business within the bounds of available financial resources. 

The inflationary environment was forcing increasingly difficult choices on 
business managers, as they strove just to keep their firms in place and not lose 
ground. Yet their decisions were often greeted with abusive political attacks 
which ignored the simple facts they had to face. This was leading to a spirit of 
anxiety and rebelliousness among middle and upper level managers, which 
was an unhealthy development, as industry was after all our major creator of 
wealth. 

A Canadian speaker referred to the constantly escalating costs (in real, not 
nominal terms) of new plant construction. At these inflated cost levels, there 
was no motivation for industry to bring in new capacity to produce primary 
commodities: energy, minerals, chemicals, metals, forest products. And with- 
out new capacity in these areas - on which the rest of our economy was 
built - he saw no physical basis for a lasting upturn from the present worldwide 


recession. . • , 

An American parlicipant pointed out that efforts to ameliorate the social 

costs of orthodox anti-inflation policies had caused a shift in the source o 
aggregate demand away from savings and business investment : towards t co- 
sumption and government spending. Capital creation was further pena tad 
because, under existing accounting procedures and la* laws ' the 
ciation business assets and inventory profits produced by 
as if they were ordinary income from operations. As a result of inflation, 

come taxes had thus become a vehicle for taxing capita . .trending the 

In combination with more consumption and government spending ^ 
prolongation of inflation’s corrosive effects on J k J scarcities of the 

investment had, in his opinion, produced were not 

past few years. There was ^“predictable consequence of polices 

simply random accidents, but we " i v 

that supported aggregate demand whi e neg ec aspect of the process of 

Inflation was seen by a Canadian f “^Tlutomatfc correc- 
dismantling the old economic system, 
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tions and had been oriented towards thr efficient production of goods and 
services and the elimination of waste. Businessmen today were caught in a 
“no man’s land ’ between the market system and management fry government 
oriented towards social improvement. 

C. Impact on workers , consumers ami saiers. A British sjjcuker claimed that 
members of large trade unions had been net f>enrficiarirs of inflation year after 
year, and would wish it to continue. They had profited at the expense of the 
majority, since politicians - abdicating their rrs|xmsihilitirs ■ had often found 
it easier to give in to the pressures of those who stood to gain than to stand up 
for those who were bound to lose. 

Several other participants took issue with this view. A Belgian speaker said 
that trade union people were as worried as anyone alio.it inflation, and were 
fearful of its effect on their jobs and thrir purchasing power. According to a 
Canadian labor leader, blue collar workers suffered thr most from dislocations 
in the economy; they were usually thr first casualties when employment and 
trade declined. His country was experiencing an annual inflation rate of IJ 
per cent and an unemployment rate above seven per cent. Neither of these 
,o . ^ <io " n - • im| ««• iwoi,^.,, w „ai«i uh* 
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Canadian speaker put it, a 


“ripple of discomfort running through the economic body” had been felt at the 
onset of inflation a generation ago. Now the workers felt virtually nothing until 
the explosion burst around them, and they were psychologically unprepared 
for the necessarily painful remedies. Although Canada’s unemployment rate 
had passed seven per cent, there were currently more than 100,000 unfilled 
jobs in that country. 

The inequities wrought by inflation in eroding the value of savings were 
alluded to in several interventions. A Belgian speaker referred to inflation as a 
“fiscalite sauvage ” which weighed most heavily on the weak and helpless. Thus 
no civilized society could tolerate it for long. 


D. Political and social repercussions. A French participant said that inflation was 
synonymous with injustice. No political program aimed at a systematic better- 
ing of social justice could have any hope of succeeding until inflation was 
brought under control. There would consequently be a threat to democracy so 
long as certain trade unions and political parties supported inflation as a 


means of achieving their ends. 

It seemed to a Belgian speaker as if authoritarian regimes of both left and 
right must be pleased by the prospect of seeing the democratic system fall 

into serious trouble because of inflation. 

The implications of inflation for the security of the West were dealt with in 
other interventions. In the judgment of a British participant, any significant 
pull-back in our investment in long-term research and development wou c 
contribute to the process of decomposition in the West and give com oil to 

those seeking to reduce the area of human freedom. r 

A German spoke of the growing importance of economic issues in the for - 
lation of foreign policy. He alluded to Secretary Kissinger s recent state ^ 

the effect that an alliance without close cooperation and readiness for harmo 
zation in the fields of the economy, foreign trade and currency policy would be 
impaired in its effectiveness as a defense communi ty. Military fl 

vital aspect of security but not the only one, and the 
tion could only be prejudicial to the strength of the NATO alliance. 


II. Unearthing the roots of inflation. 


A. The contemporary social climate. Many ^ ^^^monetery phenomenon. An 
inflation had to be seen as more t an s PY intertwining of suc h a variety 
International speaker said that it invo v . , _ t p at a competent 

of factors - financial, social, political, cultura , f ashione d discipline 

analysis of its causes called for the skillful exercise of the old 
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of political economy. For example, the very different reactions of Centum 
and Britons to inflation and tineinployfiirrit could (w-st be understood in rela- 
tion to their historical experience. 

A Dutch participant, who was supjjortrd by a Briton, tftoughl lint any 
useful analysis of inflation had to begin with its social origins. He 
emphasize society s impact on inflation, not the cons erse. We all knew what thr 
appropriate mechanisms were for fighting inflation. The essential question ms 
whether the powerful social groups in government, trade unions and even 
industry - who had acquired some sort of vested interest m inflation would br 
willing to yield. 

A Canadian speaker contended that our present social dislocation! could 
be traced in turn to a moral crisis. Hr cited the feverish pursuit of material 
vaues, the decline of organized religion, the denigration of discipline in any 
orm, and the spiritual bleakness of technological preoccupation!. All this had 
contributed to a remarkable failure of nerve m Western society. If m the 
speaker suspected, the debasement of our currencies was the effect' rather than 

formidable impediments would lie ,n the pad, 

An American participant saw the roots of inflation as being more *odaland 
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more money',, Jod 
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our societies had to bear 


a large share of responsibility for the recent “demobilization” in the combat 
against inflation, having given in on the grounds that inflation was a “tolerable 
substitute for revolution”. The expression of this attitude on the part of intellec- 
tual leaders had done much to undermine the public resolve to resist inflation, 
which was particularly needed in view of the weakness of governments and 
central banks. 

A Belgian participant countered that it was too easy for various social 
groups to criticize one another. We all had to share the blame for inflation. 
Industrialists and financiers felt that they were getting even in a way for the 
policy of full employment, high wages and a more humane standard of living. 
Trade unions and their workers had been “brainwashed” into accepting the 
myth of productivity and consumption leading to a material paradise on earth; 
when they experienced reverses, they were apt to blame the economic system. 
Governments, for their part, were called on increasingly to intervene in econom- 
ic life, and their approach to the resolution of problems had been too feeble 


or too facile. 

The speaker even suggested that the industrial nations as a whole merited 
their current economic predicament, having enriched themselves for years with 
the raw materials of the underdeveloped regions. (A Turkish participant 
disputed this. The developed countries had grown rich by exploiting their own 
people, he said. The less-developed world would not have even known that it 
had riches to be exploited had it not been for the prospecting of the others.) 

Having listened to a number of interventions dealing with the social an 
political background of inflation, a Swedish participant confesse to a ® 

of frustration. It was no doubt true that the present inflationary process epen e 
on the working of fundamental factors in our societies, an re c 
basic weaknesses. It was important to have those fundamentals m mind w 

debating economic policies. But if our fight against in ahon '' ° . . . 

solution of basic social problems, we should all be dead. As the : author mOhe 
Dutch working paper remarked, overcoming inflat.on was a condtf.on of soct.I 

reform, not vice versa. 


B. The full employment commitment As the ^"^of tteSn^WorldwS 
out, most Western governments had since e e of overr iding national 

undertaken to guarantee full employment as a ^ j ent commitment 
policy. As seen by an American P ar ^ipari^ monet ary and fiscal 

had become increasingly incompatib GQvernments had und erstandably be- 
restraints to curb excesses of dema . of deliberately crippling 

come reluctant to incur the political a 
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their economies in order to stem rising prices. Their dilemma was compounded 
of economic and political elements. 

On the side of economics, inflation was known to abate with recession, but 
only withatime lag which was growing progressively longer with each successive 
economic cycle. Faced with market and institutional rigidities, business often 
found it more economic - at least initially - to take the brunt of declining aggre- 
gate demand in the form of reduced output and employment rather than in lower 
prices. With wage rates institutionally fixed, a manufacturer could cut prices 
only so far before he was selling below his out-of-pocket costs. Hence, he 
would reduce output and lay off workers in order to avoid cash losses. 


At the same time, social welfare institutions rendered unemployment less 
and less deflationary. While the output of the unemployed fell to zero, their 
incomes and their effective demands were increasingly supported by govern- 
ment transfer payments. Under these circumstances, the basic inflationary con- 
dition of too much money chasing too few goods was not quicklv corrected bv 
higher unemployment. 

As for the political side of the dilemma, the schedule of elections was not 
permitted to lag. Thus the economic cycle might have become longer than the 
political cycle. Unemployment might reach politically unacceptable levels 

„f 0r ' a , d “ ls ‘ ve ' 1C " ; ' rv >^nst inflation could be achieved. Expansion then 
rekindled the flames ofmflation and the wagcpricc spiral resumed its upward 
course. In recent years, real growth and investment spending in all modern 
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of “savings” that would otherwise not have been available. It thus served to 
camouflage disequilibria by successively readjusting structural imbalances 
rather than correcting them - a job which nobody wanted to tackle. The classic 
readjustment mechanisms of monetary policy, direct controls, and Keynesian 
demand management had pros ed inadequate, in that they transferred inflation- 
ary effects from simple price rises to more pernicious forms such as wholesale 
waste and premature obsolescence. 

In short, weak societies without much in the way of a consensus or common 
objectives - except their costly commitment to full employment - had seized 
upon inflation as a way or partitioning wealth among conflicting social groups, 
without anv criteria, through a devaluation of the medium of exchange. 

Another' French participant argued that it was unfair to hold Keynesian 
full employment policy responsible for inflation, and inflation in turn respon- 
sible for unemployment. Wc had in fact experienced many periods in whic 
high employment had coincided with perfect price stabi ity. ammg m 
ploymcnt on inflation would require the acceptance of ra her fa. -fetched hy 
potheses. The causal relationships were in truth not as simple as tha .. 

There were a number of strains of inflation, and the u tima 
live policies could vary greatly from case to case. Cost-push mflanon for n 
AU forces” not by excess demand. It was true tnai 

stance, was caused by exterior forces slowin g down economic 

combatting it with restricts c policies , Y , the fina i i mpa ct of 

activity generally, tend to reduce raw Because of these subtle 

this on total value-added prices was rat thought it was a mistake 

and complex cause-effect relationships, the speaker thought t w 

to focus on full employment policy as a p « ^ ^ ^ gQal 

A Belgian participant suggested that full emp Y^.^ standard of living . 
to be replaced by the concept of a gm < . , Western industrialized 

Problems of structural unemployment especially « the 
countries, could then receive the special attention that they q 

» n r ; tish participant, noting that all 
C. Inflation as a monetary phenomenon. A n ^ uberal conception of in- 
three working papers had laid great stres . d whether this emphasis was 
flation as a monetary phenomenon, w a rc i y mechanical sense, 

helpful in understanding the prob cm, ex had to be found in 1 ® 

It Ted inevitably to the conclusion that a f solution^ ^ banker b elieved 

monetary sphere, and in the speakers e p . Qn in ot her spheres as well, 
that inflation could be controlle wi o tQ p resu me that there was a 

For one thing, a monetary emphasis s that P was corre ct, and one cou 

absolute size of the pyramid of credit or Y t0 see the internatio 

not be sure about that. Keynes had been 


money and capital market reach $j trillion sonic forty year* ago, and 19th. 
century observers would certainly hr horrified at thr si/e of the prrvnt 
Eurocurrency “house of cards” as Prolrssor (arli fiad described it totne lime 

ago). 

Moreover, concentration on the monetary as|x*i t caused one to overlook 
other important factors, such as demographic changes; recent technological 
advances with their enormous capital requirements ; and the revolution in 
relationships between the industriali/rd countries and their former colonies. 
Were we not in fact faced with an entirely new kind of inflation compounded 
of all these factors, an inflation totally ciiflerent from the classic debasement 
of the coin and the Central European rx|»crirncc of the 1920‘s? 

While not denying the presenc e of an important monetary ingredient, an 
American participant thought that it was dangerous to think of inflation as 
solely a monetary phenomenon. U r had to he careful to distinguish between 
general advances in prices occurring in a cyclic al phase and those related to 
structural developments. 

A Belgian speaker thought that the monetarists were right about the essential 
“ monetary supply policy, hut whether politician., and the public 
convinr^ 6 r mtC Icmc was nn °t her question. A Frenchman was likewise 
sav that tf ° ^ K lty of t,lr 'mo-liberal monetarist view. It was wrong to 
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author of the Dutch working paper reiterated his conviction that it was not 
only helpful but indeed indispensable to recognize inflation as a monetary 
phenomenon, and that this did not necessarily lead to one-sided monetarism. 
The very possibility of inflation depended on the existence of money. Money 
translated relative prices into a price level. A general increase in the money 
supply was therefore of necessity the cause - or at least a condition - of infla- 
tion. It followed that one could prevent or stop inflation by the implementation 
of an appropriate monetary policy. (Whether this was always wise remained 
to be seen.) 

It was hard to say exactly what was the right size of the credit pyramid 
(or the money supply), but some sizes were surely wrong. Technically speaking, 
the supply of money ought to be an independent variable, that is an instru- 
ment of policy. If it were ever regarded as a ioo per cent dependent variable, 
the inflation problem would be by definition insoluble. Failure to recognize 
inflation as a monetary phenomenon made it impossible to grasp the essen 
tials of the problem. 


D. The supply side of the equation. As an American observed, if one cause 
of inflation was too much money chasing too few goods, then more attentio 
ought to be paid to the supply side of the equation. The excessive emp asis 
on maintaining aggregate demand had become positively non- eynesian 1 
its failure to recognize the critical importance of capital accumulation to sup- 
port that demand. Insufficient inducements - and indeed barriers 
expansion of industrial capacity and productivity were responsible for aggravat- 

TtSh participant agreed .hat the supply side 

much more in our overall policies. This would prove more d.fficult, thoug , 

than manipulating the demand side. dil rising real costs as 

Another American foresaw a tendency tow rvrlical pressures 

we continued to press upon our resources, even assummg that cychcal pressu 

could be moderated. .Wtao-es would be inten- 

An International participant feared t a supp y expansion, with mutual 
sified by the international synchronization mome ntum. Supply 

economic influences acting to build p explosion of commodity 

constraints had clearly played a par, tn the -“^nn'reased demand, 
prices, which was not explainable sole y on the Korean conflict.) 

(Commodity prices had gone twice as lg ^ bottom of the scarcities and 
Supply problems were also suspected to e aluminum, basic chemi- 

price performance of semi-finished goods (e.g., steel, 

cals) during the 1974 recession. 
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An Italian speaker, who thought that two-digit inflation might well he more 
than a temporary phenomenon, attributed it to the scarcity of natural rotmr- 
ces and the increased power of their producers, combined with decreased real 
productivity in the industrialized world. 1 'hrdrtrloprd nations had traditionally 
been able to contain inflation by increasing their pnxhiclis ilv, but thu faculty 
had been severely limited by the price rises extracted by the oligopolistic 
producers of natural resources. As a result, we might lie in for "‘a different kind 
of battle.” 

Another Italian participant blamed price increases and speculation in raw 
materials for a large share of the inflation of the past two years. As it was quite 
possible that another such spiral lay ahead of us, it was important to try to 
introduce some measure of stability into commodity and raw material prices. 
It would not be fair, though, simply to ask the less-developed countries to 
stabilize their export prices while expecting them to pay higher prices for our 
manufactured goods. A serious effort had to he made to arrive at equitable 
arrangements. 


According to a British intervention, the commodities situation illustrated the 
impossibility of “de-politicizing" the problem of inflation. The speaker predicted 
a commodates boom in 1977 that would “put the last one ,n the shade" 
wou resu t from underinvestment in (hr commodities sector during 
fh'i th, y ^ ars duc to dle Sowing nationalism of most former colonies, and 
those ar Cdr y Capital,st multinational companies that their investments in 
boom w^ldT now for llir next commune 

ranee oTne! 7- poli ' iral *» » Uhh.W rncnmp™ a 

raw material nro'd^ 5 ' ,nSUriU,CC cov cragc for companies wishing to invest in 
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One reckoned thlTIhorft^'^'^ Cons,dcrably lrss concern alxnit this subject, 
by the price mechanism andTh C f ° n , lm ° dlty srarci 'ics would l»r taken care of 
(except of labor). The best arm & 1 ^ S,1 ° uld lie no real long-term scarcities 
high over a period of time was ttaHr ?*" ccp,n S commodity prices reasonably 
was needed, while incidentallv t, P i • ^ C ° l ° lnsurc ‘be production of what 
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y economists had got governments into thchabitof 


describing increases in the retail price index compared with a year ago as a rate 
ofinflation, which it was not. To get the correct rate of inflation, one had to 
take a three-month moving average, or some similar measure.) 


E International ramifications. While inflation could be said to be an interna- 
tional phenomenon in the sense that it was manifesting itself simultaneously in 
most countries of the world, one had also to look at the dynamics of inter- 
national developments for causes of the disease itself. 

An Italian participant suspected that, when too many “good reasons were 
advanced for some phenomenon, a simpler and more specific explanation 
might be lying in the background. In the midst of all the causes that had been 
cited, one could not help asking why virulent two-digit inflation had broken 

out in 1974 and not a decade earlier. - 

A compatriot responded by pointing out that the quic ene P ac *; t 
inflation had coincided with the breakdown of the Bretton Woods system. 
Several other participants agreed that the current interna to k d 

disorder had no. helped efforts .0 contain inflat, on. A 
that global reserves had doubled in the past four years, a process wh.ch 

not go on blindly. „ f D i ans to impose 

Another French participant was encourage y , same time, 

controls on the abusive growth of the Eurodo ar mar e . ^ helped 

he contended that the adoption of floating exc a "§ e r of control which 

in the fight against inflation by giving governments a degree ot 

they had lacked under the system of ^ h> was intensifying, and in 
The international transmission of 1 ’ protectionist attitudes, 

defending themselves against it nations were a o years about 

This ran counter .0 everything we had been say.ng for the^ 5 ^ ^ 
how inflation would gradually disappear as happening: the intrac- 

vestment. Paradoxically, though, jus. the opposite was happe For 

tability of inflation was impeding *yf r °°“ mon agr j c „ltural policy, aimed 
instance, the implementation of the HifFirult as member states like 

at homogenous prices, was rendere uper ior to their own relatively 

Germany naturally resisted price revaluations sup 

lower inflation rates. . • „. pner al commercial practices. 

Unhealthy rigidities were also appearing g ^ ^ down inflation, 

Competition within the EC based on prices h share _ 0 f-market concepts, as 

but price competition was being supp a more for stability than rap 

industrial groups became larger and by them as an oppor- 

growth. Cost savings were more an d marke t shares. French autom 
tunity, not to lower prices, but g 
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manufacturers, for example, had not lowered their foreign currency export 
prices when the franc had been devalued in 1969, preferring ilMcnd to bang 
onto their market share while strengthening their financial p osition . 

The speaker’s conclusion was that our policies should be aimed *1 c he ckin g 
the international transmission of inflation, and that policies of a portly 
domestic scope would he inadequate. 

This intervention, and 011c by an American participant, also alluded to (ht 
world-wide inflationary effects of a decade of American payments deficits. 
The dollar was now being used to finance instead the oil-related deficits of 
other countries, a situation that the I S might not accept indefinitely. 

A Turkish intervention dealt with the special causes of i n flatten in the les- 
developed countries. The German working paper had attributed tbepcnMrot 
and galloping’"’ inflation in those countries to the political impossibility of 
raising enough taxes to meet the nerds of the state. The resulting b u d geta ry 
gap was filled by excessive money creation, with a consequent rise in price 
levels. The speaker conceded that there was something to this, but bethought 
it was only realistic to recognize that tax reform would have to await si gnifies!) ! 
increases in per capita income. 


At the same time, it had to be admitted that other factors had helped to fuel 
inflation in countries such as Turkey: (a) the business community, mindful of 
ig pro t margins on new investment, pressured the government and banb 
o advance them more funds than those available from normal savings; 
inrr^ fla "" imported from ‘ho industrialized countries through price 
mainly^oT in ? P ° rted goods anci remittances from workers abroad (coming 
trade unh,ns W ‘ inC n me gr ° UPS With a low sav,n « Propensity); and (c) strong 
sSonW n / SU y SUCCCeded With thrir drma " d * for wagi inertmtsout- 
pounded b"; y h eff"i Demand ‘P U " infla,ion ,hus ,cndcd be com- 

country to country 7sorne Whethe l the d ‘ Vm ' ,y in rates of inflation from 

useful due to Caus « uamvTT 33 h * h “ «»""> <*** offer, 

of an International* Dartir^ ** Y ^ rc,a * d «».«ruc,unil factors. The amwtr 
a vicious circle of price nerf' *** that th ‘ 3 divcrsit y was attributable to 
in fect^to structural difference™ 3 "** CXchanKC nte changes, and not 

had made notable advances^] ri"n 3peaker ’ ,nt emational economic integration 
were still trying to handle Drnhl g recen * ycars > hut it was regrettable that we 
struments of the nation state. It w™ SUCh 33 *. nflation through outmoded in- 
constituents to make sacrifices nn 3 , rare P oIiti cian who would appeal to his 
better member of ,be «- 5 -— 


III. Prescribing a cure for inflation 


A. The importance of monetary policy. Despite the wide variety of views expressed 
about the causes of inflation, virtually no participant was prepared to exclude 
a dose of monetary policy from his prescription for a cure. An exception was 
perhaps the Italian speaker who reckoned that monetary policy would be 
inappropriate for treating a world-wide inflation caused by a scarcity of natural 
resources, for two reasons: (a) such policy could not operate to channel 
resources into the development of new sources of supply; and (b) monetary 
restraint tended to dry up reservoirs of investment capital just when they were 
most wanted. He saw the inflation problem primarily in terms of ecology and 
population growth. 

Many of the participants, however, who agreed that monetary policy should 
be an ingredient in any anti-inflation medicine, expressed reservations of one 
sort or another about its use and its effectiveness. According to a British speaker, 
control of the money supply could be frustrated by increases in the velocity of 
the circulation of money, as well as by the time lag between any action and 
its consequences for demand, prices and employment. For example, t e 
American authorities - not recognizing the seriousness of the recession facing 
them - had failed to act in time and were now taking measures which cou , 
prove excessive and lead to a new wave of inflation in three or our y 


Moreover, given the current levels of unemployment benefits monetary 
restraint was not likelv to bring the rate of inflation down by itself, ex «P 
the cost of many years of levels of unemployment much higher than y 

democratic society would accept. r^nlirv 

For an American, .he difficulty of over-reliance on pure monetary J , toy 
began with the fact that - in the US anyway - there were c^rendy^Ueaa. 

eight defined categories of monetary hquiduy, “ po , s ' lbl ,. to avoid 

which monetary elements to control, it wo & focussing on monetary 

some measure of discretionary policy. Fve ’ ni j pr jnvestment in both 

restraint tended to overlook the major prob em o u t rm aga inst 

the industrialized and less-developed countries. An mportant arm g 

inflation in the future would be aSt , r0nS .Tu^Tnmrventions. After inflation 
This view found support in British an purely monetary means 

had reached a certain stage, trying to cope wi com p a ny liquidity 

would bite particularly deep into the pro uc 1VC ms were imperilled and 

and profits absorbed the impact, new mvestmen w ^ ere t hat started - were 

the effects of the next round of inflation no effects of a deflationary 

sure to be intensified. The Italian also feared that 
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monetary policy on company finances would be unusually rough when descend- 
ing from the level of two-digit inflation. This could present an adjustment 
problem of unprecedented severity. 

The further consequences of the impact of monetary restraint on the produc- 
tive sector were analyzed by another Italian participant. He began by remind- 
ing the meeting that monetary policy had been the chosen instrument to 
combat the three major inflationary outbreaks in his country during the past 
dozen years. There had been two reasons for this choice: (i) monetary policy 
was deployed by the most independent power centers; and (2) it promised the 
quickest effect. On each occasion, the inflation, accompanied by balance of 
payments deficits, had been due to the convergence of interior and exterior 
forces. At home, the granting of wage increases in excess of productivity gains 
ad produced a cost-push effect. Abroad, the higher wages already attained in 
more industrialized countries of the EC had tended to pull Italian wages up 
to t eir level, as often happened in imperfectly integrated economic systems. 

woo t ese outbreaks of inflation had occurred during periods of permissive 
monetary poliey^vvhilc the other had happened at a time of monetary restraint, 

, , at 1 ^ relation between monetary policy and a rise in costs and prices 
IVn Sai< ^ tC> ^ ve been we d documented by recent Italian experience, 

all th 6 CSS ’ act * on * n tbe monetary sphere had served to stop the spiral in 
case of Ttll a p CCS - T™ pCrVerSe effects w <-e ,0 be noted, however, in the 
that countrv’' 1FSt ° a ^’ because oP tbe relatively broad zone of rigidity in 
the Drodurt; S eC ° n0m ^\ t ^ e e ^ eCtS oPrnoneta ry measures were concentrated on 
dropped theT Whlle ex P ort s increased and domestic consumption 

State'S ie^iseT ThuT disappeared ° r -re swallowed up by 

push inflation ha H h °^ e effect of mone tary restraint in the face of cost- 
Another cent “ CXtension ° f the P ab <'c sector, 
paralysis of capital*™ % ° the a PP hcation of monetary policy had been the 
debt LncinTwtS'l ^ced business to rely more and more on 

interests, the question of th^ < t l ! n ^. C ! ecbnC )j ’ n tbe relative stake of shareholders’ 
come to the fore. In short th e S lUma cy” of economic power had inevitably 
monetary restraint while' it u lcatlon in Italy of liberal policies, including 
paradoxical side-effect of Su ^ cee d e d m curbing inflation, had had the 

model. ln S t e economy further away from the liberal 

terms of flexible exchang^riL 0 !’ 8 ^ " Ved » hat monctarist s tended to think in 
i-e., with internal monetary poliev 30 automati c” money supply increase, 
tionary rule. The speaker’s 0! 1?^ aCCOrdin S to some non-discre- 
CXC an § e rat e system (“to imV WOU ^ d instead have been for a 

c good sense into monetary and fiscal 
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policies”), allied to more flexible discretionary monetary policies, with some 
attention devoted to the problem of international reserves. (This speaker 
felt, incidentally, that it was unfair to saddle Keynes with responsibility for 
the present wave of inflation, his theories having been formulated with a system 
of fixed, not flexible, exchange rates in mind. A British participant added 
that it was likewise unjust to attribute an isolationist bias to Keynes.) 

Another Briton, while endorsing the value of monetary policy, described as 
artificial the argument about whether inflation was pushed up by wages and 
salaries or by the money supply. If it was held to be wages, that meant simply 
that the money supply was seen as a passive factor moving in response to wage 
increases. Monetarists, on the other hand, believed that wage increases them- 
selves could not exert an important independent impact, as their aggregate 
effect could be limited by money supply controls. 

Referring to the growing tendency to use control over money m resolving 
social conflicts, the author of the Canadian working paper asked what kinds 
of constraints on government could be devised to replace the old autornatic 
constraints such as the gold standard. He was not confident that t e s ee 


political process would do the trick. 

One practical answer to such questions was offered by the aut or o 
German working paper, who described the solution being tried in ls co ' 
this year. On the basis of the recommendations of their economic a vis ’ 
chancellor and the central bank had agreed on the target of an eig P e 

increase in the money supply for . 9 75- central bank waS wW 

policies consistent with that objective and to coordinate its ac wns ^ 

of the government. An escape clause had been provide or ex “P begin- 

stances, and a certain flexibility in application was unavoidable in the begin 
ning. But one had to know in which direction one wante o ^ demo- 

To a Dutch participant who wondered whether it was app free of 

cratic societies for central bankers t0 ^ ^^ha^he waTnot advocating the 
political control, the German author rep „rlrmnrratic way. He 

use by central bankers of discretionary powers m ^ u central bank 

was thinking in terms of a quasi-constitutional law reqmnng^t 
to adhere to certain goals in cooperation wit ^ ^ internationa l scale, 

Could not the same principle in P fsevera i countries mount- 

he asked, with the central banks and ^ ^ that every country 

ing a coordinated attack on inflation. - se i n t he money supply- But 

would have to adhere to the same ra e o ^ narrow their large differ- 

they could get together, announce goals, an on both a national and 

ences from year to year. Such monetary e sta ble exchange rates and a 

international basis, ought to lead in time to more 
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better climate for some drgrrr of monetary integration. A grndul approach 
was essential, howrxrr. An abrupt drop tn the rale of growth of the aoorv 
supply was sure to have a nrg.ilnr impact un employment, wlfcfc light 
force abaiidomnriit of ihr program. 

Looking back o\rr the (Iivc iivmoo on monetary policy, the tUldnr of the 
Dutch working paper emphasized that hi* prescription would btbl “cocl 
tail” of monetary and income* |m dine*, die proportion* bring dtpodtut n 
the nature of the inflationary phase. To fnrml inflation, monetary (aad fan! 
policies should suffice, whereas t<> i top inflation or to ttJmt it in nn ndnnctd 
stage, a strong (lose of incomes |xihcirs was needed, taking CWV BOt 10 ad- 
minister too large a dose of inonrtarv |m>1icv. 

In reply to those who had mentioned supply shortages and KBfOtio IS 1 
cause of inflation, the author said that this was a rotsa ppeeh ciMioO — «*mmin« 
from a failure to see inflation as a monetary phenomenon. An Bow 

o( money gave rise to excessive demand for all good* and s er vi ce s, which w 
experienced as a deficient supply. \\ ithout the monetary factor, though, that 
could be no excessive demand in a general sense and hence no deficiency of 
supply in a general sense. In other word*, scarcity ro„ld not explain mflaboc, 
and any attempt to do so distracted our attention from the real CMKS. The 
same t nng could be said alinut blaming inflation on "too many dnhni on 

nation a income. I'll at too involved only a tnirmr image of an CKeuvt 
supply of money. 


be mad PC 7T 1C< f ° tllC M,R?rs,ion ° r ,,,r German author that centfal tw 
dumber,” V T* r ” r ' hr i» <hc Bow <*««,( 

the Dutch Jr , 0,1 .he r.itr „( growlli nf real nauooal iacoa 

the prelen, iT T U r ""«»• «-***« 

might not be so simple, ,d 'there'’"' 1 " T ’"' k ** 1 

of how much amnn ’ ' as •* , 'vay* hi the background tbeqooti 

v«c Ze\ k Tz o z:r ' c ' 1 "• *"• b-sr 

author warned that this could *"' i*. ron,mot,,, > l**>m, but the Dul 
within strict limits. Of all °" ' ocrur ,,lr money supply was not h 
for the US, whose monev maj ° r coun,r,cs > *his was of particular imports! 

To sum up, a strict mone^rV S ° Casily Sp ' H ° VCr » n «° other COUBtri 

system in the field of credit r-r Y P ° ,cy " as squired: (a) through the build 
fecal policy so as to preven^an 0 ” ,ndus,r > : and b ) through appmpri 
watch your borrowing requirem CX ," S f 1 vc knowing requirement Indo 
Patgn to prevent a new wave oST' $ ° Ul(i * ,hr -Hying cry in the « 
° the Public sector should & *° n otf,er words, the borrowing teqoi 

amount that could be financed IroT ' ^ ^ temporarily - £*td « 

genuine saving. 
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It was to be noted that the author’s concept of monetary policy was not a 
narrow technical one. It referred to everything that might influence the supply 
of money, comprising basically three components : credit creation by the banking 
system on behalf of the private sector, the financing of borrowing requirements 
of the public sector not from genuine savings, and the deficit on the balance 
of payments. Fiscal policy was thus a part of monetary policy in its wider sense, 
and both central banks and governments were instruments of policy. 


B. Fiscal measures. An American participant felt that a big step forward had 
been taken with the conversion to more discretionary management of fiscal 
policies in the context of our economic expansion. But, having discovered the 
“magic” of discretionary management, we had found it hard to accept the 
fact that it required greater self-discipline than automatic systems. Discarding 
this notion of discipline was like throwing out the baby with the bath water. 

The old concept of an always balanced budget, which the new fiscal policy 
tended to replace, had had the virtue of imposing a certain fiscal discipline 
by providing a crude cost/bcnefit calculus. T he speaker thought it would e 
necessary to work something like this back into the picture, and the current 
German experience deserved sympathetic study, even by those who were 
generally not enthusiastic about guidelines and monetary rules. 

^ The whole budgetary process - in the US at least - would have to go much 
further in laying out empirical evidence about the implications of the decisions 
now being made about total claims on national economic resources . 

A Swedish participant also thought that the various reco ” r "“^ t, ° He 
contained in the German working paper deserved careful cons. , 

wen. on to say that the synchronisation effect of economic police .had been 
widely underestimated, so that their total effect (both deflat.onary a„d feflat 
ary) was much greater than anticipated. I. had been a . sustak e m h.s op - ; 
to concentrate refla.ionary efforts on a general stimulation of pnvaK —J 

don through .as cuts and leased P— “ “ £ in its 

way of reducing unemployment, as it g 

later phases and led to a mis-allocation of resources. ,070-74. would be 

The speaker said that a study ° f One thing was certain: that more 

useful in avoiding a repetition in 197 / 7 • oeeregate overstimulation 

international coordination was neede to av f accused of doing “too 

of our economies. Economic policymakers were often accused 

little too late”. The risk now was “too much too a ^ inst rument 

A French participant saw the fisc * Thr0 ugh tax incentives, individ- 

in the long-term campaign agains m ' . ^ encouraged to invest in 

uals could be dissuaded from over-consumption and 
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the productive sector. This would admittedly imnlu- .1 major reorientation of 
values, with the social emphasis bring laid on \ allies other than those tonncctrd 
with the possession of material goods. 

A compatriot agreed that fiscal measures could plus a k«-\ role in discourag- 
ing consumption in favor of investment. A system had to l»e devised which 
would provide for a tax reduction on revenues at the moment when they were 
saved/invested, ev en if that meant taxing capital and its gross th. On the other 
hand, boosting taxes was not a reliable method o| reducing demand, as the 
consumer often chose to dig into his savings to support Ins spending patterns. 

A bridge between the discussion ol fiscal measures and a consideration oi the 
place of incomes policies was provided by another French sjseakrr, who desc- 
ribed an experiment being conducted this vear in his country. This “decen- 
tralized incomes policy" in practice a fiscal measure was aimed at controlling 
costs and prices at the decision-making level of the mdiMdu.il enterprise, so 
as to avoid the market distortions and administratis e burcai.rr.uv of .1 
centralized system. 

The mechanism worked as follows: every ipiarter. one calculated the growth 
in nominal value-added of the business linn and compare, I ,t with a national 
orm xe or 1975 at '4 I x ’ r < < nt per annum to per cent twang the “toler- 
nSt ; r a,U r ! follr P cr ‘hr assumed average mcrease in national 

well ifit V w Y ' K a 1 S n0minal Va,nr — '-low the norm, all was 

This’ mechanism was fir!t nw' ml'^ ' 

companies.) But the signiheam Zngt a, T,' V"" '"''"‘'"T 

campaign, iT "" ‘T' 1 ** 

organizations. t '' ‘ * a,,( l die strengthening of consumer 

T1 he preceding speaker intervened ->< 
conjoncturel. He thought that it won . t !° CO,n . ,nr,, ‘ OM ‘ ,,i * 

between the growth of volume / •* “ onl > >* 0, ir could differentiate 

on global references Basing .he lew 

that an incomeVpolicy dhoi“’ m ° f ,l,r DukI > "orking paper said 

and price controls. Fundamentally ill?" a , implicated svstem of wage 
between government, empA”* “VS 1 ’' »" -S' cement in principle 

cal national income. It <:,„,!,| also bf , 4, “V al, °" t ,llr distribution of 

‘ Ulecl a social contract. 
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Real national income was ultimately distributed between the private 
sector (net wages and net profits) and the collective sector (real government 
expenditure and social welfare payments). Real wages had to bear a proper 
relation to productivity, so that profits were sufficient to insure adequate 
investment levels. That defined what was left for the collective sector. Taxes and 
social security premiums should not endanger the proper levels of wages and 
profits. 

All this had to be worked out and implemented in guidelines for wage nego- 
tiations and price policies. Whether these guidelines were to be voluntary or 
statutory depended on the severity of the situation as well as the political and 

psychological make-up of the country concerned. 

The author of the German working paper explained that he regarde 
incomes policies as a necessary complement to the essential monetary policy 
In this wider context, his concept of “radical incomes pohaes mclud 
measures for increasing the supply side, such as by stimulating exp 

lower wage countries. vpmiired 

In .he shor, run, income, policies in terms of wage restramt were reqm 

to reduce the rate ofinfla.ion. In the medium term, though they were 

,0 maintain a high level of employment. Infla.ron eould . But “o 

an incomes policy so long as one did " ot “ "(t^eir wage demands, 

prevent unemployment, trade unions ha , employment 

This relationship between incomes po icies, pro u w hen trade 

had been generally overlooked, and it had to be negotiat . 

unions were negotiating about (real) " ho wou l d be employed - in 

ing about job security and the numb P P 

individual firms, in regions and in whole countries , at unem ployment was 
Looking at the European landscape it a PP® a ted a corresponding 

spreading from the center to the penpiery, falling as much or as 

decline in productivity. Real wages, however w duCtivity , so that real 

fast as would be necessary to match the decii J ^ This anomaly 
wages at the periphery were too high mica 10 ^ ^ a struCtu ral problem 

could not be resolved by demand manager* • such as Northern 

which called for regional adjustment policies l 

Ireland, Scotland and the north of England). real wa ges and 

Educating the public about relationship ^ ^ ^ of mcome 

productivity was a long-range task. In licy depended on the 

policy to be selected for coordination with £ the beginning of 1 974 

current c yclical conditions. For example, in ^^Xtributed in the form f 
1 - ■ ■ which could u _ wQuld have been be 


the rate of productivity increase w “'“) 
higher real wage increase, was about two per 
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tween three and four per cent had it not hern for the oil price increases. 

But the German public had not been properly informed about the lower 
scope for productivity and wage increases, with the consequence that nominal 
wage increases turned out to be around t -> per cent. To maintain employment 
at the prevailing level would thus have required a to per cent inflation 12 
minus two). 

The actual increase in the price level proved to be of the order of seven 
per cent, so the three per cent difference to minus seven; was an unintended 
increase in real wages in relation to productivity, which was bound to reduce 
employment. Some workers got more than they could reasonably have expected, 
but the others became unemployed. This resulted from a collision between 
monetary policy and wage policy, due to contradictions framed within the 
capitalist system. 

The major problem for 1975 was to fight inflation and unemployment 
simultaneously, which meant keeping real wage increases below productivity 
increases. If there were an increase in German wage levels this year of six to 
seven per cent, it would amount to a guess about the future inflation rate, 
as everyone agreed that there was no room lor an increase in real wages. 
But employers and workers, not being experts, were incompetent to forecast 
future inflation rates, and needed guidance from the central bank. A preferable 
approach to guessing about future inflation rates would be to agree to grant 
eal wage increases, but to allow for an r.v post facto compensation for in- 
creases in the retail price index occurring during the year. 

uding to the radical incomes policies" recommended in the German 
wnnr] lng ( whlch addcd U P l <> sharpening competition h a British speaker 

Zo™? W ? j' OSC libcri '' were rc.illv fens, Nr in Lm. 

ZeZZ “n ,na S ° Cie,iCS ' ln ' l>"~il.l- some old.™. 

With mean.'. ° l 1Cr P ollclos . ..onld tin- author’ s objectives l>r frustrated.’ 
sort of Quid m- ° "'V ’ incomes policies, tin- attempt to achieve some 
to one s, do C r ?7 “T** >» l ™' •" ««., whirr l.ccfm offered 

“ ri « of socio-politkZZZTch Ju 05 '' 5idC ' ' 

change for voluntary wage restraints. ' 

about A Par , tlCipan ' a?r " d ■'>»> there 
about the implementation of ir 


ges were sometimes concocted in ex- 
c \v;is a disquieting spirit of inequity 


nominal reward for everyone rega^X^ Thpy tomicd to P roducc a 

productivity, and they boost d* S ° US actu;d contribution to increased 
even faster than for older sk'll 'j a ^ PS * ni V oun R and inexperienced workers 
mixed success in the Nethert ,1° "° 1 * <c,s - Incomes policies had met with 

nds during the 1960’s. Thev were still in effeet 
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there, however, in the sense that there were percentage ceilings on overall 

wage increases every year. 

A British participant endorsed the use of incomes policies in the face of 
advanced inflation, but preferably not by statutory means, which were too 
rigid. If they were statutory, it should at any rate be for only a short period, to 
allow time for the government to cut public expenditures and re-assess its 

political objectives. 

Another British speaker thought there was a role for incomes policies of 
some sort (a) for countries facing severe economic difficulties, and (b) as an 
educative device to make people understand inflation. On the other hand, 
these policies tended to institutionalize the monopolistic dements in the 
economy -in both business and trade unions — as we set up national bargaining 
forums. The risk was that the whole economy would be tugged from side to 
side as different political parties succeeded each other in office. 

A Belgian participant was apprehensive too that involving the monetary 
authorities in refereeing an incomes policy would immediately politicize 

In the judgment of a British speaker, an incomes policy would not work 
for long without the consent of the trade unions, and unless it woi e 
several years it might leave the situation worse than when it starte ne cou 
only in turn get the consent of the unions it there weie a c egiee o s 
economic consensus over a very wide range of problems m the cou y 
cerned. The substance of the consensus was perhaps not so imp j ^ wor k 
An International participant thGught that for of income 

there had to be such a consensus around t g 

distribution, related to work satisfaction. _ _ successful in- 

An Irish speaker agreed that consensus was rec l ch as his own 

comes policy, but he despaired of much less 

where there was no shared commitment approach to in- 

between workers and employers (a slightly 6 - r j t 0 f wa ge restraint 

dustrial relations”, as he put it). It was easier to os unions and memories 
in countries like Germany, with tightly organ, zed labor 

of runaway inflation. c the “grass roots” - m 

A description of the debate about Norwegian participant. The 

local trade union discussions - was off ere Y ^ work; and he aimed to 

ordinary laboring man visualized himse as <. tren gth was augmented y 

get as much as possible for it. He found that 1« ■ g in conc er„s: money 
membership in a trade union, which looked after 

and safety. though, the worker's interests broa - 

When those two things were assured, tnoug 


45 


ened into other fields, notably political life - a fact which union leaders, as well 
as employers and political leaders, were well advised to keep in mind. In the 
free trade union movement, the majority of members had to accept the result 
of any wage negotiation. Under this democratic system, workers always came 
back to these fundamental questions about wages: “What am I getting as an 
increase?” and “What is the other fellow getting?” 

In Norway, in recent years - and probably in other Scandinavian countries 
too — workers had come to accept a form of incomes poliev worked out in 
partnership with employers and the government. In doing so, they had learned 
to insist, however, on the distinction between nominal and real wage increases 
(the latter taking account of the tax burden in calculating disposable income 
Scandinavia was also moving towards co-determination in industry, on the 
theory that it gave workers greater satisfaction and cflicirnry. It was not at all 
clear, though, that this would in any way help solve the problem ol inflation. 
I he East European experience gave little reason for optimism on that score. 
I he speaker’s conclusion was that trade unions and workers in industrial 
. * 1CS woldd take a positive approach to incomes policies if thev trusted 
tSwr governments and enjoyed good rein, ion, with their employe*. But they 
sv.rem ° ’ ^ x P ectec ( to cooperate if they deemed that the underlying social 

sy . m was nnjuator thalttaanetionedan unfair dinribu, inn of incomchbov, 

anv vMem UnderS '° 0d ,l,a ' unions " ot hers mu oppose 

Atnr? Unem P l0 > ,mc " t “ * means of fighting inflation, 
wifhon, T ‘ " „ Par, , , . C,Pan r t ,ha ‘ "'romrs policies would no, work 

Teiek had toTT h " “ '>"< «h». other sec, on of 

recognized that to "! T"” t0 ° J Lraclcrs '>otfi big and small unions 
the boTnds of the exh, ° f tMr «> "ork within 

Canada want the pToc’eToT 7"°“' h * ’ ri um. 

whteh incomes policies could be founded^ThiT , -ITon ° f "T'” “ 

and employers hut m,,™ t A his t Hot t involved not onlv unions 

well. Based on ’the CanarihT fr ° m acadcmic and professional life as 

would be likely to insist on ° ^ x P enencc > the speaker thought that workers 
tion in such a consensus “nditions in exchange for th cir participa- 

nts to y^^d a t^^ r ^ S c 6Ut H a ° finC ° me - Thc . sh ‘ire of national income 
trend that had to be viewed in mn 3 & W&S °? W ^ ;ddn S rather than rising, a 
power of the currency. When the J unctlon with the drop in real purchasing 
not speaking only f or their J e ™ 10ns a ^ d for redistribution, they were 
themselves. They were thinking 1 ° r S amzed workers could take care of 

g also of the dispossessed, who had no one to 
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speak for them or to exert pressure on their behalf : the old, the sick, the unem- 
pbved the pensioners. Their needs were greatest, as many of them were 
barely subsisting. Any redistribution in favor of these groups would mean 
money moving directly back into the system, which would provide a boost 

for the economy as well as 1 ™ 


the economy as well as help these people. 

b) Income protection. Labor contracts, which usually ran for two or three 
years would henceforth have to provide for cost-of-living adjustments it 
stakes were to he avoided. Canada already had a high level of strikes, no 

I, bv blur collar »,rbr, «M» collar and P— 

well.) Labor bad learned a lesson after the nego, ration of con, acts m 973- 
They had thnnglt, drey were well protected for years ahead only -to 

pa, chasing power decline by arntmd ^J^’^^Ldon of income were 
To a British pt.ru c, pan, «<'"“>•« “ ' of , he rdative sh aee of the 

already well under way. lhe.cim . - ‘ d ing a ra dical change. 

gross national product gomg to wag ^^^fere was no denying that 
Whether or not one welcomed tins m l ’ the share 0 f income going 

future capital formation would he mou a,cl of that already going 

to current private consumption was increased (on top 

to public consumption . intervention. When we said that 

This analysis was supported by an 1 < of income between wages 

inflation reflected the struggle <>\ci really about the distribution of 

and profits, were we not suggesting t ia i inflation could thus be seen 

resources between consumption and imestme • buto fthe different 

asanincident,notoradi.re r c , it shanng o in the preceding 

use of resources. 1 he speakei share ( means used in fighting ib we 

intervention: that through inflation anc incomes were devote to 

would he pushed toward societies whose nationa # 

consumption, with very little left or mvC . ubt tbat a “larger slice of the pie 
A British participant said there was n import antfor those sitting on 

was now going to labor than previously. It P honest about their rea 

other side of the tabic - owners ^.^ectfrom organized labor Djd 
tions to this development. What did Y ? To knoW more a o 

they want them to increase their s iare p ? To be persuaded - rat ^ as 

detailed operations of their emptoyer fi Leadership in these matters was 
forced - to change their skills and then jobs. 

not the same thing as co ' dete ^“ an labor, in a cert p abS ° ^ amo unt of 
One thing was certain, tha , regardless of pne • . , there 

going to he in increasingly short m the r.servotr of labor 

wage raises in France 01 Ger . > 
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by very much. All over Europe, the dependence on labor imported from the 
periphery was becoming socially less acceptable. The reservoir of agricultural 
labor that had fed the postwar booms in France and Italy was nearly dried up 
Immigration into the US was a thing of the past. 

At the same time, we had observed the influence of television on the 
working classes, their impatience with the old methods of work, their growing 
militancy, their unwillingness to be “bought oil" unless they could foresee 
that they were due to get a bigger slice of the pie. But that could not he 
achieved solely through monetary policy. 1 he pricing of a ton of copper could 
not be equated with pricing the work of human beings. And these were not 
Ricardo’s antiseptic “factors of production". Those of us who believed in 
capitalist and liberal values had to come to a better understanding of these 
workers with whom we lived. 

Another Briton - identifying himself as a socialist - counselled “treading very 
carefully” towards equality of income distribution lest we destroy the media- 
msms of investment. In his view, it would he better to put the accent rather 
on e sharing of power. Trade unions should he offered a greater sav in 
runnmg them companies and shaping their environment, in exchange for 
their restraining their monetary demands. 

suet Speake [. thou ght that workers in his country would not find 

envtonmem S ,‘ II was »°t that they were not interested in their 

was simply thatTb 7' compan "’ s ™*dd do for the general welfare. It 

iis - 

that he w„Vhat“L T ' <* ™ Austria. said 

share of managemem ret “°' Vr P "" C ' P ' C '° unions .assume a 

their inflationary demands^Bm eS f ° r some moderation of 

proved srnnH at . Ut 1 als vvould make sense only if the unions 


prov d d — u l inis vn 

profession staffed i.v Vriouf ie ' M 1 '' 111 today was a highly complex 

rebalancing might be needei ^h^ “f 1 "' P™*- hunting that 


rebalancing might be needed in tb E and ablc pcople< Assuming that some 

that it be done in a wav thae i j area °f industrial relations, it was essential 

way that would no. dilute the quality of business manage- 


ment 


The deleterious effects of n ' • 

were outlined by an American^ XIn ? and related forms of direct controls 
P ausible, he said. Their theory ^ bese systems were superficially 

rom chasing too few goods was tn S &t 006 Wa ^ °^ sto PP' n g too much money 
could spend for a givfn product bv • C ° nt ? Is ° n the amounts consumers 

P ' ty fixln K its Pri«. ignoring the marketplace. 


But that policy was doomed to failure unless governments were prepared to tell 
the consumer, first, how much he should pay and, second, how much he should 
buy - otherwise supply would not balance demand. By their very nature, 
controls served to distort the operation of the marketplace, to blunt incentives, 
to generate bottlenecks, and generally to breed inefficiencies and inequities 
as one control led to another. 

In the terms used by the author of the German working paper, controls 
were damaging because they fed misleading information into markets and 
erected artificial barriers to normal business procedures. In effect, they 
increased economic transaction costs. 

A good example of the disruptive effects of price controls was to be seen in 
the American petroleum industry. The US had a two-tier pricing system 
for crude oil. The price of oil from old oil fields was held at less than half the 
world price, while “new” domestic oil and imports sold at the world price 
This boon to consumers who got domestic supplies for less than rep aceme 

costs was justified by its proponents as anti-inflationary. • „ 

The system gave a competitive advantage to integrated re nmg P of 
who happened to have found and developed an above-averag P P 
“old” oU/That caused other refiners to complain 

M bred another, the rest,!, being an equal «« » ^ ^ com- 

refiners with a stronger position in low-cos 

HUcly to discourage ^oration " 
government could today deprive a com P a ^ ny D f the benefit of the 

yesterday, could it not tomorrow depriv c roll back the price of 

oil it was finding today? As a matter o ac , ^ 

“new” oil were now being debated in the on ^ through to consum- 

Moreover, the lower controlled costs o °- WO uld have if all crude 

ers, who consequently tended to buy more p. overn ment was stimulating 

moved at the going world price. Thus t e le t o save energy. The 

the consumption of petroleum while ex or 1 g P ^ Qn tax on gasoline 

Congress was actually contemplating a ve o . legislation to freeze 

to depress consumption, while concurrent y beloW the world market 

“old” oil prices at a level five to ten cen s g 

price. . . , j nrice controls and allocation 

In short, this compounding of lll-consi e f , the capital investmen 
schemes encouraged consumption an qr ects In many ways, the s P ea 

that might have reversed the other baneful the debilt.y oCJ' 

concluded, the US energy picture m government and its d g 

overall economy. The upward trend m the 


of intervention in market processes had from time to time afflicted nearly all 
industries. 



D. The effects of indexation. Indexation of various sorts as a palliative for the 
effects of inflation was dealt with in several interventions. A Belgian participant 
remarked that since 1948 his country had developed the most generalized 
system of indexation in Europe. Roughly 70 per cent of the GNP was tied 
to the retail price index, and followed it in very close rhythm, with adjust- 
ments made every one to three months. Old-age pensions and social benefits 
were covered, as well as most rental contracts and about 90 per cent of wages 
and salaries (plus the remuneration of some of the liberal professions . 

Nevertheless until ig 73'74 Belgium had enjoyed the lowest inflation rate in 
Europe, with the exception of Germany. During the past two vears, though, 
she had begun to slip anchor, with accelerating price increases. The speaker 
thought that the indexation system, which had helped insure social harmonv 
in Belgium, deserved study on a European scale. Besides the palliation it 
provided, it could also have positive dynamic effects in attracting investors to 
indexed bonds and in forcing businessmen to run their operations as eflicicntlv 
as possible. 


Another Belgian agreed that social tranquillity could be promoted by in- 
exing certain components of economic life. But a general indexation was 
an avowal of defeat in the battle against inflation. In inflationary periods, it 
■ j S lm P° rtant that wage increases be based on a true and fair retail price 
• ie spea er thought that indexation had been relatively successful in 

3rn!lrt beC K a ! Se !i Was ,. nc)t realJ y generalized. It was known to be juggled 
from • f 1 and applied with a certain time lag. Labor there benefited loss 

mu"h about T U aPPCared ’ bUt did n0t haVC thc P olitical power to do 

opposite Participant pointed that indexation was not invariable' 

haS S facl reen'T 1 " 8 -, r e ° f the m ° St aildacioi > s Proposals in this field 
visuaiL a system" / 3110 ^ ^ Fried ™»- the speaker could no. 

Another Frenchman" pointed' ouT th^t ind ^ indUde in ! crcSt ratCS ' 
attract large quantities of long-term funds f ^ ^ ‘° 

increase borrowing costs substantial “ ^ ° n a durable basis would tend to 
could afford to invest le 1 ,. y* the cost of funds went up, borrowers 

investments would tend "to dechne C ° ntradiction that the quantity of 

this was that we would have t 1, • 0 the speaker, the implication of all 

planning. d We t0 be much ™re selective in our future investment 

P cipant was inclined to agree with the preceding speaker that 
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indexing rates of interest would inflate investment costs enormously. He was 
skeptical anyway about the benefits of indexation. For one thing, it would 
serve to destroy the “money illusion”. For another, it would not necessarily lead 
to greater savings by working class people. There seemed to be a long-run 
correlation between their wages and their savings habits which would not be 
easily changed whatever was done. 

The Belgian participant whose remarks were summarized at the beginning 
of this section questioned the conclusion that the indexing of interest rates 
would necessarily lead to higher interest rates. It could easily be envisaged 
that investors would be offered two separate regimes, one indexed and the other 
not. The former might entail nominal rates of practically zero. With reference 
to the working class attitude towards savings, the speaker thought this was a 
special question that had very little to do with interest rates or indexation. 

The author of the German working paper argued forcefully m favor o e 
notion of bond indexing. To begin with, it would attract into t ^ 
market many small savers who up to now had believed t at t e ony 
against inflation were in real estate, gold and other tangi es. nr „ ovcr 
to produce distortions in a country’s overall investment struc ure. t on 

the indexing of interest on government bonds would act as 
government spending, by putting the state and its citizens m the ^^^oa 
to speak. The government would soon become as anxious to avotd high 

inflation rates as the public was. embarking on a 

Therefore, any government which was dex.d bonds 

program to reduce inflation would be we a 0 r; nt erest. For, with the 

bearing a low (even zero, or negative) nomin ^ a ^^kcT'a grave finan- 
present extremely high real interest rates, gov ually healthy to have 

cial crisis should “stability break out”. It might be equa y 
wages indexed in the same two-way manner. f . t rates was completely 

A French speaker thought that the indexation o vement Q f funds. With 

out of the question because of the interna 10 country to country by as 

indexation, interest rates would have to vary ^ ^ r ce nt, whereas the 
much as inflation rates did, i.e., perhaps rom o ,.g- erenda i s mu ch narrower. 

free international flow of funds today kept m e ana iy S i s of the problem. 

A Turkish participant offered the fo Europe had experienced 

During the inflation of the past eca , negative for the last five year 

very low or zero real rates of interest ( actua *J rg 4icky”, real rates of interest 
in Turkey). This implied that, if some pnc ^ s ratCj the real rate of mteres 

were not. Together with the foreign exetm g saving s and other interest 

had carried the burden of economic adjustment. 
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rates were to be indexed, another factor of inflexibility would be introduced 
into the economic system. 

Translated into social class terms, the decline in real interest rates implied 
that, if labor insisted on a larger slice of pie but business refused to give it out 
of their profits, then the holders of fixed income securities and of money balan- 
ces had to yield part of their share. The inflation of recent years had resulted in 
a transfer of income (a) from this latter class of savers to the two other orga- 
nized groups (business and labor), and \b) from the less-developed countries 
by shifting the international terms of trade against them. 

The speaker’s conclusion was that a comprehensiv e indexing of savings and 
other interest rates would not be practically workable. It would result in an 
intensified profit squeeze, a decline in domestic investment, and hence in income 
and employment. Both labor and business would have to give up ground 
to property income receivers, an outcome that seemed politically unlikely. 


E. Encouraging investment. In spite of the difference of view's expressed about 
suppiy shortages as a primary cause of inflation, there was broad agreement 
about the importance of adequate capital investment to the future health of 
our economies. 

According to an American speaker, massive capital investments would be 
required in the areas of energy, the environment, transportation and food 
production. In addition, vast infusions of capital would be needed to support 
the great worldwide influx of young entrants to the labor force. Unless a 
growing share of world income were diverted to satisfy these mounting rc- 
q ements, the outlook was bleak for maintaining the rapidly rising standardsof 
lving at we had come to enjoy and expect since World War II. 
i .^" a m ^ rver itions underscored the role of tax incentives in stimulating 
aDDronrim c renc anc ^ American speakers said there was no substitute for 

so that thev SC3 | mcasures regard. We had to organize our tax systems 

so that they would not compete with an increase in savings but would encourage 


pie, was hopeful d? 8 / 0 S prospects op receiving a larger slice of the income 

Xi: h P “ - ; ge ,~ ould be induced ,hrough - “ - 

vesmen”' AreoShJ " emphasi “ d the importance of “inflation-fighting" in- 

investment could'be^haracterizo^as ' “fl SOm ' ' 5 “ ^ ““ ' >r ™' 

was made up lareelv of in,, productive, supply-raising. The balance 

of “white elephants”. An atte™?h7^“ d J° ” d . al and various kinds 

by encouraging self finanr- - empt . a< ^ to be made to redress this imbalance 
g “trancing and invigorating capital markets. 
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A French participant reverted to his analysis of inflation as a deliberate 
and necessary means of financing our increasingly costly investments while 
the productivity of capital was dropping. Inflation constituted a tax on savings 
and a subsidization of borrowing so long as neither of them was indexed). 

The consequences of this state of affairs were far-reaching, even apart from 
the inflationary aspects. As the proportion of self-financing in business gave 
way to growing debt financing, management’s control was inevitably weakened 
and its “legitimacy” challenged. 

All the aspects of investment - its nature, its location, its financing — were 
increasingly inseparable from the problem of inflation. And since investment 
shaped production and growth, social considerations were intimately involved 
as well. Devising new and non-inflationary means of financing investments 
should entail (a) reducing inequalities of revenues through incomes policies, 
(b) amending tax laws so as to eliminate profits made from inflation and specu- 
lation, and (c) screening future investments to eliminate waste u an 
ductive projects. The speaker particularly advocated an orientation towards 
investments which tended to create rather than suppress employment^nd 
which tended to increase the productivity ol capita rat er 
labor. He admitted this ran counter to the accepted 
The speaker foresaw intensified competition amo { ^ f this con _ 

and with the US to attract new investment projects. decisions were 

flict would Ik- aggravated by the fact that cy U1V _ f - nt mu l t inational 
concentrated in the hands of a relatively few manager " . g . Q we s hould 
corporations. Because of the political impoitance o r ationaliz- 

be thinking about some kind of international coor m uonaimed 

ing the division of labor and the location o ne ^ note 0 f caution about 

The author of the Dutch working paper a provide the requisite 

any concept which looked ultimately to t e s i was ero ding profits, 

investment capital. The inflation we were cx , d to surpa ss the growth of 
because wage increases minus price increases national income was too 

productivity. The share of real wages as a pa 

high. mi ffht well find ourselves in an 

If the state had to make up the difference 8 t0 fin d the money from 

impossible situation. Finance ministers wo profits, the problem wou 

somewhere and somehow. If they di t is ees labor would seek compen 

only be aggravated. If it was done by taxl ^ S f n ’ the pro blem would not b 
sation in the form of still higher pay, an investment capita was 

solved. In short, the remedy for the shortage 
financing by the state but stopping in 
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F. The international agenda. Mention having been made in many interventions 
of the international aspects of inflation, several participants suggested that 
the cure had likewise to be conceived on an international basis. 

Two Belgian speakers regarded improved international trade and monetary 
relations as essential to the suppression of inflation. Otherwise, we could not 
expect any automatic adjustment mechanisms to work. A Swedish participant 
thought that international coordination was particularly necessary to avoid 
aggregate overstimulation of our economies. 

Another Belgian participant said he had found in all the working papers the 
theme that the West, having got into a sort of economic cul-de-sac, ought to 
turn back onto the road towards total economic liberalism and orthodox mone- 


tary policies - in short, that we should try unilaterally to restore order to our 
economies. The speaker did not believe that approach would work. Just as our 
problems were international in scope, so would our solutions hav e to be. 

We had all become too self-centered, too narrow in our outlook. Europeans, 
for example, had sought to take advantage of America’s difficulties by laving 
at her door the blame for the breakdown of the Brctton Woods system. In 
trade union circles, it was fashionable to criticize the multinational companies 
(although they had probably been the first to realize that the world economi- 
cally was “one big parish”). 


In truth, said the speaker, we all bore some responsibilitv for our predic- 
ament, and we could only hope to solve our problems by working together. 
„ S ,? yo, jng P e °ple in all our countries were especially concerned with the 
quahty of life and a just distribution of incomes, we would do well to start 

putting moral values in the foreground of our consideration of economic and 
monetary affairs. 


of these m tr /r observed that international collaboration on ma, 

relatively 1 jitdp 3 T aChi ' Ve domestic political panics It 

relatively little room for maneuver 

a natioTa? ESf”'’ ™ **'«•*<* «'« inflation could not be solved , 

™ s U dV apan and "" Ec "»' k “■ p-“ 

put in place a new ‘ • 1C ^ n0t mean > however, that we first had 

several years. nter national monetary system. That might in fact tal 

A Frenchman would have reverceH tt, ... 
should not be allowed to serve as an ev f Pnonties > bellevin g that inflatic 
monetary system At the , • ' cuse for postponing reform of the wor 

Us own Lliit tZ ScT had » -eve ahead «, 

cooperation machinery to be set un ( U J Vaitln S for tb e perfect mternatton 
than the next fellow) P W 1 6 tryin ? not to make more mistaki 
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The author of the German working paper also felt that, although inflation 
had become an international phenomenon, curative treatments had to be 
started on the national level. I hey would need to vary from country to country 
according to local conditions, including the political set-up. 

In the estimate of another German commentator, divergent inflation rates 
had been a divisive force which had impeded progress on currency union 
within the EC. Lack of harmony on economic, trade and currency matters 
Still posed a threat to the stability and cohesion of the Atlantic alliance. Al- 
though NATO could not get mixed up with an economic community as such, 
there was a valid security argument for setting up an adequate framework 
within the alliance for systematic and organized cooperation in the economic 


and monetary fields. f 

A French intervention touched on the many changes in the environment of 
international trade that had occurred in the past decade. Our various econo, 
miesnowhad to he defined according to function, not geographical terr y. 
Multinational companies had acquired an importance untioug 
years ago. The revenue of a nation such as the US) was quite differ *nt from 
that « a nation. But most of the eminent cconom.c ^ rf 

still influenced us, such as Schumpeter, had done t iur m ’ relatively 

another economic world - of colonics, carly-mdustnd , .stems an^rela^y 

perfect market mechanisms. \S o had to move a u . leading economic 

style of analysis. Representatives of the ten ' f c ” reconstruction of the 

powers ought to proceed as quickly as possible with their 

world’s monetary and trade rules. . • 1 tra de and of 

A German participant said .ha. -he of govern- 

the strength of multinational fit ms had mar Y . „ at ; on . Ways should be 

ments to act, which handicapped tliem in recourse to protectionism, 

found to restore that government power, nit wi o tbe right direction, as it 
The adoption of floating exchange rates was a * speculation, 

enhanced a nation's scope of action in t ie ace re se if. r estraint and more 

Multinational companies could help y s here they operated. 

respect for government policies in the countrie an d coordination in 

For some participants, all the international by t j e 

the world was no substitute for the aa ° . t the an swer to inflation in 
gold standard. A French speaker thoug new mon etary system mar 

short run lay in calling a conference to crca kers undertaking to reduce o 
by relatively strict discipline, with cen ral Standard at a price of around 

regularize interior demand. Return to the g °^ ^ Relatively fixed value. The 
S.50 an ounce wonld serve to restore to money 
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lax practices of recent years had led to significant international distortions, 
which were a strong inflationary factor. 

A Canadian participant, also advocating a reconsideration of the gold 
standard, said that automatic correctives were essential to relieve the political 
authorities from the excesses which were being inexorably forced upon them. 
The proposals of Jacques Rueff now made sense to many more people than 
had been the case a dozen years ago. 

IV. Strengthening the wish to be cured. 


A. The necessity for public awareness. As an American participant put it, “it 
is part of the cure to wish to be cured.” If there was a silver lining to the black 
cloud of inflation, he said, it was that our recent experience ought to help us to 
be realistic. 1 he enormous costs of inflation were now evident, as were the 
hazards — indeed the predictable damages — of fighting inflation with increasing 
government intervention in the economy. As the author of the Dutch working 

paper had stressed, the costs of failure were infinitclv higher than the costs 
of effective combat. 


Another American pointed out that, since measures to curb inflation without 
a H gmg uman freedoms tended to increase unemployment (at least in tiir 
o t run), t icy were politically unpopular, if not unacceptable. We therefore 
V7 *° P " ta ; the , to P ofour Priorities a program to teach the public - and 
retard ° ^ S - * iat unchecked inflation operated to discourage investment, 
t v 1 mj c growth, aggravate inequalities in income distribution and, in 

known unem P lo y rne nt. Unless we could make these facts 

A Slow c t g thC fi§!U agaimt i,,nation ’ and " ith our liberty, 
needed to create tZT th&t a trcrntMldous amount of education was 

be built An Im C ^ pubhc awaren ess on which political reforms could 
support ft ^r° naI SPCaker ’ ° n the oth " felt that broad public 

acceleration of inflati ^ r " CaSUres had alread >' come into being. The recent 
to keep up we^ no loir f?° P,e im ° a that their efforts 

system had caused a less viol^nT^d^ ^ ^ exposurc of thc inequities of the 
ed, but the public was now prepared^o^ 1 ' 0 " tha ” .™ ight havc bccn cx P cct ‘ 

not just the unit of account but e conce pt of overall stability, comprising 
was the task of political ^ em P °yment and social progress as well. It 
policy was no longer a Dure° n0miStS t0 sbow > kor example, that monetary 
foreign policy. P exercis e m banking techniques, but an arm of 
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Another example of a rather subtle economic truth which had to be brought 
home to the public was cited by a French speaker. He said that all too few 
politicians had had the courage to tell workers that increases in the price of 
imports amounted to a real revenue loss for them which could never be com- 
pensated for by monetary remunerations. 

Lack of political courage was also deplored by a British participant, who 
claimed that more than an average degree of it was required m his country, 
where unemployment was the “number one bogeyman”. The job of pub ic 
education was probably easier in a country like Germany, with its memories of 


inter-war inflation. , „ 

An American intervention suggested that much more than a public relatio 

campaign was required. The speaker was convinced that we wou no ^ 
headway in our snuggle to lunch tin’ refinements of economics urn our 
had learned the rudiments in school. Hose, he asked, did you adv.s ia people 
unequipped by training to follow the intricate arguments o econ 
tky wSd no. achieve what they desired to achieve by requiring from their 
pel deal leaders that which not only countenanced but requrred 
I. hying .0 bring some sense to to ^ 

we had to contend with such mgi aincd axioms j spontaneous- 

la) that money collected from the central politic.! UI ” ™ . deployed insofar 

ly generated; and its corollary (h) that money was \ an( q w here it 

* one elongated the distance between where it was collected 

was spent. naDe r the educational job 

According to the author of the Gn n ^ U ^ thc allocation of resources 

had to extend to proving inflation s > • , d to be mu ch more collabo- 

and the stability of the social system. 1C ’nine- to the public what was 

ration between economists and politicians in ex P eement that we were right 
needed to defeat inflation. Assuming genera a discussion about how 

to combat inflation, there ought to be a rat.onal pubhc 

to achieve our objective. 

. • p or curing inflation, 

B. Achieving political consensus. Whatever his P* es “^ of the treatment lay in 
every speaker seemed to agree that an eSSC onse nsus. As a Dutch participan 
mobilizing public awareness into a pohtica eser ve democracy if we di 

put it, there was no sense in fighting inflation to pre 

it by resorting to undemocratic means th at fighting mflatiQn 

An Austrian speaker reminded the policy . We had to know 

merely one element in the execution o an d to keep m 

where we wanted our democratic societies t g t in terms of mon y 

positive goal of conserving a high standard ^ 


income, but of job security, medical care, livable cities and a clean environ- 
ment. The necessary battle against inflation, however, imposed certain border- 
lines within which we had to strive for those objectives. There was probably no 
panacea for curing inflation; we would have to employ a mixture of treatments. 

Moreover, we had to be realistic and to recognize that policy was executed 
by politicians in the real world. Elected leaders had to be able to communicate 
their prescriptions to their constituents while conveying a sense of safety and 
confidence. When business and labor negotiated over wages and prices, it 
sometimes happened that an agreement added a fraction of a per cent to the 


cost of living index more than we would have liked. But this was a price worth 
paying for the preservation of social stability and the amicable bargaining 
process. 

A participant from the United Kingdom offered a description of how politi- 
cians in the Conservative party there worked with economists and people 
from the business world in formulating policy. Regular discussion groups 
were aimed at coming to grips with the practical elements of a current problem, 
and economists were not allowed to sit in a corner mouthing their pet theories. 
They were asked to speak in language that politicians could understand, as it 
was believed that the master of a subject should be able to explain it simple. 

he operating rules further required the group to reach some conclusions and 
to reassemble in, say, three months time, prepared to rev iew those conclusions 
in the hght of intervening events. The party leadership had thus learned a 

great deal about the course of inflation in the last three or four years that had 
not been clear before. 

, - U ^ h t * lere was not always agreement about causes of economic phenom- 
undertak P T generall y P roduced agreement about practical steps to be 
economits ^7 ^ d ° ne in thc end involved a political decision, and 

W aTthe rmr 7 „ ^ ^ ^ *o effectuate that decision. As 

it daimine that mfIatl0 | l was tow, politicians would shy away from fighting 
ment a""! 7 Tf ^ Wkh inflad ™ in order to preserve full employ- 

sufficient^ impact on ° f . Servic «; But when the rate of inflation iJde a 

good chance of organizing tcon^ P ° htlClans would know that thc Y stood a 

had to be made up of people whoT* 8 7 ° PP ° Se SUCh a consensus > thou S h > 

and a mixed economy Those who fek & T™"] 011 deVOti ° n t0 a free SOciety 
stood to gain from infl-n' u tt no loyalty to these values and who 

In * fought on pCitical groan*, 

had too often been used as lcl P ant > the absence of political consensus 

demonstrated that the „ nto k| a P re text for doing nothing. Economic history 

carried out through “ ‘shock” measure^ 11 j Ca 7 paignS a § ainst inflation had been 

easures. In France, this had been true of the 
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Poincare stabilization of 1926, as well as the de Gaulle-Pinay stabilization of 
1959. In both cases, the resulting under-employment had been of short dura- 
tion. 

Another French speaker criticized the tendency of modern politicians to 
add continually to economic measures, rather than choose between them. 
They seemed to have replaced the old maxim “ gouverner , e’est choisir ” with their 
new motto “ durer , e’est ajouter" 'in itself a kind of inflation). 

An International participant was dismayed at the loss of time caused by 
politicians and economists throwing the ball back and forth to each other. 
Politicians had the vision and the potential will to lead the fight against 
inflation, but all too often they had little interest in economic questions. 
Economists, for their part, handled the issue very gingerly, claiming t 
solutions had to await the emergence of a new consensus or show o po 1 ica 


will. 

What sort of consensus? the speaker wondered. If it was to be only § 

those who were satisfied with the present social system and distribution o 
nuc, we were bound to have difficulties. As for polincal will, one did 1 not w-m 
,0 appear cynical, but for a politician it boiled down to a cun™ m xtnre oi 

(a) trying to go with the stream so long as *>1^ ' "“" n!tra mts which 

vision of the common good, and (/>) trying ‘ constraints I 

would enable one say "I have to say ‘no’ because there are constram, 

cannot escape.” standard we would have to try 

Having lost the old constraint of the g ’ that scarC e resource 

to find some new constraints in order to economize on that 

called “political will”. i, the failure of anti-inflation policies 

A Belgian participant attributed muc i ments themselves, based 

in the West to the diminishing authority of g 

as they frequently were on weak political coa who note d that govern- 

This analysis was endorsed by an Austrian P an( j rare ly represented a 

ments throughout Europe held on by s im ma ’ ^ j nst ituting austere 

clear majority. Such governments were no ^ period of timej as these 
measures which would only bear rui ^nents Political games, as t ey 

would surely be attacked by demagogic opponen economic ve ndettas, 

were being played, often ended up m 1 inflation. Our legislatures in 

which confused public opinion and exacer so i ut ion of economic problems, 
turn had insufficient time to see through the sol 

which now usually required at least four or five ye , and gave us 

This state of affairs was no longer m . ^ who we re still burdened 
reason to doubt the coherence of our pohucal society mo ved towards 

with the class outlook of an earlier ay. 
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a broader distribution of' income, tin - widening of economic and social dawn 
was no longer a monopoly of li ft wing patties, and one was Ird to wondrr if 
a fundamentally different politii .il appio.u li was not needed. 

The speaker’s hope was that a new f>n\? dr cnnuirmr in the \\ rst would lead 
to the formation in many countries of "go\ ernments of national units", 
encompassing as broad a spectrum of \ iews as possitile. Tfiesr gosrrnmrnt, 
would be advised by widely represen t a 1 1 \ e ‘ Yeoimmir nmne ds’ ’ not necessar- 
ily publicized or basing a juridical status which would Ik- <mp|x>rtr(| j )V 
professional economists. 1 he aim of such coalition go\ erntnents would Ik, in 
the speakers words, '“to replace the function formerly held f»v dictatorships, 
and to put back in order not only the economic machinery but also the political 
morality of Western democracy. 

A British pai ticipant characterized inflation as at bottom a |x>ii(iral problem 
because it concerned the way m which social groups protected themselves in a 
democracy against the operation of market ton es, and also against the oper- 
ation of economic doctrines, particularly it those doctrines appeared to sen- 
tence them to long periods ol unemployment. 

The speakt t wished that politicians could lead the way to new types of 
relationships between government and both sides of industry, especially in the 
ey areas of wage dt tc i initiation and the allocation of capital. These new 
re ationships would, in Ins view, he bound to limit. b„, not to abolish, the 
role of market forces. 


V. Appraising the soundness of 


our economic \hu, luir\. 


could L lP r antS SU f CStl(i ' l,;U " l)( ' ■* ".-stake to suppose that one 

questionW any far : rcac,,in e c «»‘'l..si<...s about the problem of inflation without 

framewor/ofT 6 fundam r n,: * 1 ass,,m P‘i<ms ami re-examining the structural 
xramewotk ot our economics. 

ments as they^^ ^hcr < * r V r,,c,ur -* 1 ,,rvrl< ' P ‘ 

in nresent-rlav ■ ■ * ' flu te was an inherent tendency 

by a downward inflexibili^ ...Hatton. This was caused 

intervention in atrrin.lt,, - t , ' P ,1C( N a,u l " ages, and by goycrnmrnt 

likely to be caused by increased or ^ nia ' kl ’ ,S diminatr an > P»" ^'tir 
abroad. ' P oc uct,on at borne or by compcti cion front 

of Sl ' rVC " l>,ai " " lr s “< ld ™ cul-urs. 

societies would be inflatinn ^ ' U " ou ^ * 1C 'P to assert that Western 

slowed down. One could ins C ', Cn aftCr t,1C P rcscm inflation had been 

could invoke an additional factor likely contribute in the 
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same direction: the likelihood of increased monopolistic arrangements on a 
worldwide scale. The “third and fourth worlds”, inspired by the example of 
OPEC, would be forming cartels to move the terms of world trade in their favor 

by increasing prices for their raw materials. 

Moreover, within the Western world itself, competition had been “eating 
its own children”. Competition among the few was leading to no competition 
at all or competition among even the fewer. Even the fact that there was a 
large area of factor and product prices which were becoming less and ess 
flexible downward - but easily flexible upward - meant that the structure 
basis for creeping inflation had hern laid down. Relative pr.ee changes led 
inevitably to a nsc in the general price level, and money 

furnished the lubricating oil. The wonder was not that the pnee stab.Ufl- rf The 
past had become a fond memory, but that the price mechanism could soil go 

carrying its allocative functions at all. , • „ ar)Pr that 

The speaker referred to the suggestion in the German w } j^J^ eloped 

more competition should be encouraged throng i impor g g ut suc h 

countries of agricultural products and iahor-intemw^manu ^ , ndustrialized 

products amounted to such a small percentage o hoped for by bringing 

countries that little effect on price stability there could be hoped by 

this sort of competition into their markets. , A rWe markets were 

In general, it was the capital-intensive Pf 0 ^^ thibited downward 
defined by oligopoly, and which were di erentta t ^ from the overseas, 

price rigidities. But no effective competition cor had not been established 

less-developed world in these industries, or e were too high and there 

there at all or, even if they had, costs o pro uc multinational corpora- 

was no exportable surplus; or else the s “ ”“!" d from com peting with their 
tions were in the business and carefu ) 


parent or sister companies. , 

From this analysis, the speaker procee 

issues : 


these conclusions about key 


(a) The gold standard, if restored, would hould decline readily 

W anywhere. That 1, — ;P £. i» countries with expo 


no. “sticky” anywhere. That ts, demesne F- countries „,th expo,, 

in any country running an external deflat and carry the burden of 

surpluses, so that domestic pnee leve chang^ ome her price m he 

external adjustment. But if this were not the CM , ired adjustment, 

system would have to change to bnng about 

the rate of exchange. . ere to stay, for if one 

(b) Mange rales tha, varied M ^^^uld have to take over the 
set of magnitudes was ngi , an gi 


job. If no flexibility were permitted, the system would collapse unless a varia- 
tion in some other magnitude were introduced. 

(c) Indexation of savings and other interest rates was not practically workable. 
(See III, D, above for the speaker’s argument on this subject.) 

(d) The multinational company, by pricing arrangements and market-sharing 
practices, was eliminating competitive price flexibility on an international 
scale. By indulging in speculation in foreign exchange and commodity markets, 
it fostered economic instability. The aggregate power of the MNCs had become 
far greater than that of many individual nation states. Some means had to 
be devised on an international scale to control MNCs or to create countervail- 
ing forces to balance their “superpower”. 

(e) An increase in the supply of money was too easy an explanation for inflation. 
Obviously, wherever and whenever inflation appeared it was accompanied bv 
an increase in total money expenditures. But why did money expenditures have 

to be increased? This was the question to which economists had to seek an 
answer. 


n American intervened to respond to the remarks of the preceding speake 
concerning multinational corporations. The very term implied trade betwee 
tries, and the weight of the evidence was that international trade tendn 
mu ate competition rather than eliminate it. Policies of economic national 
. ’ e , 6 ° r whatever reason, tended to reward the less efficient pro 

fueled inflation 1121 ana ^ yS * S ’ t ^‘ s * iac * to he P a >d for, which hurt productivity ant 

multination A fi went ° n t0 contend that foreign exchange speculation b' 

Top r bull T I b ” n "'S'iSiWc. Such speculation detracted from ,1,: 
proper bus, ness of mdustnal management and was well known br a “ho 

structures^! c„Th\T",‘ ^ ' ha * mOT ' "oxibili.y -reded in pric, 

A Freni Ilk! Tu T'"® '° ^ paS “ d alo "S - consumers. 

world would yield trrea, " " 1 refbrm of lhe structural basis of the busincs! 

or incomes policies In DaH f the fi§ht agamst inflation than monetary 
policies. In particular, he would support: 

(by generalized indexation 01 ) ! l)' posslblIltles ° r profiting from inflation 

statements and earnings reports') § reater clarity in corporate financial 
(b) clearer procedure” 

investments; he conceded that th^ ^ ^ m ° re “ selective ” financing of new 
would facilitate a move tnwa h C h >resent heavy indebtedness of corporations 

toward more government dirigisme in this field 
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i'c) less costly types of growth: the fundamental transformation of the 
commercial nature of our societies "in order to associate the unity of well- 
being less with the welfare of capital than with the welfare of working people.” 

A British participant said that more sensitive planning mechanisms were 
called for to help deal with structural changes. It was not that we necessarily 
had to do more planning, hut that we had to think more carefully about the 

planning we did. , 

A German speaker found that the working papers and the discussion had 

brought out the complexity of the problem of inflation. Wages were just one 
element in the picture. Another important one was the fact t at we 
passing through a period of accelerating technological change. This meant that 
there was a tin,.' I» R between recognizing soc.ai costs and .nuoducmg 

the required technology. Our present environmental problems, which i contrib 
uted to the cost of production, were just one factor among many^ 

Western industrial societies were like companies that had bee P ? 
dividends for the past 25 years without setting up reserves P 

We were now having to settle that hill in one lump sum. While we 

Economic life and political life were parts of one 
expected business decisions to be made within t un °. of reference - 

we somehow thought that politicians should forget , involving 

which war not simply to get elected but also to work toward, goals 

the implementation of social values. rpr tain interdependence 

Historically, our system had been baser on thin king had evolved, 

between freedom and risk. As our socia vi ties (unemployment, bank- 

however, we had constantly reduced indiwt u< ^ freedom of individuals, 

ruptcy) while trying to maintain or even expan economic reaction to 

In that sense, Keynesian policies conic seen > s> It seemed clear that 

the politically unacceptable unemployment o individual security. If that 

we would not reduce tbis trend towar t protecting^ ^ those whose 

was the case, however, the corollary was shrunk, so that they cou 

security was constantly increased wou a 

assume a larger share of social responsi 1 ity- f or business managemen , 

If labor were .o participate in the respons.btbty co . determm a,.o», 

we would have to be prepared to nK ' v '‘ the move would be well f lS 'T ro f lt 
with all its risks. It could only be i°P e ^ to to with the ro e . 

Another baste change in our set of on the rather Ca v.nnhc 

and income differentiation. Our system had bee betwe en achievement “d 

assumption that there was a jus.rfied The growmg trend » 

monetary remuneration. Income was . that this was no longer 

wards the redistribution of income sugg ^ 


tant value. Our ideas about equality had changed - and in all political camps. 
Yet inflation was bound to continue if we tried to have everything at once, 
increasing consumption side by side with increasing investments and profits. 
We needed to make investment attractive but we could not turn back on the 

out of this dilemma was to promote 


road to greater income equality. The way . _ 

the participation of industrial employees in profit-sharing and capital accumu 

inn niano 


lation plans. 

In conclusion, the speaker said that we had to adjust the economic part of 
r social system to enable it to operate with more individual freedom, more 
ality and more internationalism. 


our 

equality and more internationalism. 

An Irish participant wondered whether the competitive capitalist system 
had not tended to undermine itself. It seemed to dcstrov the consensus needed 
to make society work. Could we expect to have competition as the motivating 
ce ot an economic system and exclude it simultaneouslv from the social 

itpm wflhrp \ATf» Pvnpetnfl *.l • 1 , . -» r 

rithin and among social classes? In 


force of an economic system 
system, where we expected cooperation w 

the speakei s view, our present inflation reflected excessive claims on limited 

lesources, unrestrained by any adequate communal commitment to society as 
a whole. 

A Dutch participant confessed that lie had been surprised and puzzled by 
tic restorative tendencies evidenced in the discussion and the working 
papers. These attitudes would produce beautiful goods and monuments, but 

m c lr, W l lt WC wanted ? Were we not willing to question at least 

some ot the assumptions underlying our analysis? 

thf mark, f ° r exam P le > seemed to proceed from the hypothesis that 

f some e T m W ° rked bCSt and ,hiU - erything would be all right 
TheTneaker d T® -T*' a ” d Some ^ups of people behaved betier. 

Is tire m Wth ^ W roach - The social and economic order 

" plied ^eUallv tnZ “*"** n0t t0 disappear. However, that 

“The free mark C Str ° nS grou P s which had a vested interest in inflation, 
the free market * te ** ° Wn Children >” -ent on. The textbook model of 
raw material, but the retT uiin tC f < | h r [ UC ‘ l1 const ruction made from attractive 
economic analyses and nohY ? CX ! St ' Why did we insist on basing 

was unfit to solve toda ’ ^ recommenc j atl ons on an outdated model that 

Western leaders still P robIems? Why were 

instead of taking up the challen r P hantom model of economic order” 
Containment ofinflaZ f r ' ’’"ki" 5 their P r oblems? 

ly or effectively possible J-to P °? tlCaIstablllzationwereclear lvnotpermanent- 

.emp„ raty - shogun SXfbui T™ W ' fi " d “ 

near future. The decision mat' C an ^ es wou W have to be made in the 

decision-making process about production and distributk)n 

64 


would need to be reconsidered if the decomposition of democratic societies 

were to be slowed down. 

Participating seriously in this re-thinking of the social and economic order 
was the only avenue towards unity among the different political groups in 
our societies. Far too much was at stake for us to suppress the consideration of 

fundamental changes. 

A Canadian speaker acknowledged that there had been many changes in the 
basic assumptions under which goods and services had been produced in our 
societies in the past. The old system had operated under laws which had been 
largely unwritten but which had commanded general allegiance (what Lor 
Moulton had called “obedience to the unenforceable”). Economic crises were 
thought of as temporary disturbances, acts of God for which no oc y w 
think of blaming politicians. Today, the belief was widespread that thesyste^ 
had ceased to serve its purpose, and many frankly wis e or * s ecte d 

The speaker was struck by the fact that everyone was now em ra j n 

to operate contrary to his own best interests. Labor unions were as ^ 

theifwage demands. Politicians were asked to take the long rathe 
short view, and to become saints in the bargain. Oil-pro UC1 ^ 

„ k ed accept payn.cn, in debased Western only 

asked to exhibit restraint in pricing, wherea , , - t to produce 

permitted maximization of pr.ccs bu, had actually depended on xt P 

the necessary balance. • • ct into their decisions 

Moreover, businessmen Wer L b ' m I..r““it a sound and justifiable notion 
considerations of social consciousness. But • t producer of goods 

to move the corporation away from its role as an 

and services into a vague social role? h to disaster, which we 

To the speaker, this all added up to a ea o automatic correctives 

had to find a way to stop, even if it meant tu f™ng feeling that no one 

such as gold. The discussion had left him wi deliberate debasement o 

had wanted to look into the eye of the real issue, the del 

our Western currencies. 


* 

• « for inflation offered 

British speaker, having listened to the P reSCn ^y of the engineer the 
le economists present, was * ^Lnd with nothing to e^but 

list and the economist wrecked on a ea ch applied his P ro . 

id tin of ham. The engineer and the chemist ^ succes . Finally, 

pline to the problem of opening the can, 
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exhausted, they turned to the economist, who smiled and said : “The tobtioo h 
perfectly simple: let us assume we have a can opener.” 

Other participants imagined variations on that story, such as the ptoacc 
of a politician, who would have said “Let us assume we have a bigger can , 
or “It’s no use trying to open the thing before we come to an agreement as to 
the distribution of its contents.” If he had been a clever politician with the 
power of lateral thinking, he might have said “Ut's forget about the tin of 
ham and cat the economist.” 

Finally, it was suggested that if the shipwrecked company had included i 
woman, she would have opened the tin with a hairpin or w hatever ebe wuat 
hand, served up the ham, and gone looking for help, instead of getting Hud 
with a rather artificial argument. 


+ 
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R K C K X T I N T E RNATIONAL 
POLITICAL DEVELOPMENTS 


I. The present status and prospects of efforts to resolve the Arab-Israeli conflict, and 

the effect on relations among A .1 T 0 members. 

The discussion of this topic was opened by a German participant, who 
offered the following analysis of the present Middle East b 

In his view, the most recent round of US mediation had probably been 

bound to fail because of the very nature of the step-by-step “ 

step on the road to a settlement had led towan -r ig D f what 

further progress had finally become impossible without a cle 

the last step would look like. We now had to try to Xe^ey eTements 
a durable pe ace in the Middle East might take. There were three key 

to the problem: , 

(» Tk Um of <h, "mum* 

that she had to retain these plaees and the Arabs were q 

recover them: , A ,„_ basically a military argu- 

(a) The Golan Heights, about which there m i srae li politicians; 

ment, and whose importance had been dls P ute ^rael’fonly Red Sea port; 

(b Sharm e. Sheik, and overland access to Esla -^Jordan; and 

(c) The chain of para-military outposts along the * 

(d) East Jerusalem, part of the Jewish histone capit pseeable with . 

( 2 ) The Palestinian question. No 

out a settlement of the fate of the a es Arab case was that t is 

nation which was entitled to a national home, »» the Gaza Smp. 

should comprise a. least the Wes. bank of thejo ^ ineluctabk. 

The arguments advanced against sue Uy fall to the Jordanian , 

become a Russian satellite; .ha, ,t "'"tinians bent on the destrucoon 

that it would serve as a base for lanaUcaC Palest ^ ^ establishment of a 
of Israel. The opposite school of th g rf wo „ld have a domes 

national home, with even a mm.mum ° f the Palestinian movement. O e Bn V 
rather than a radicalising influence *' c „pied territories, the Palesnntans 
if the Israelis gave up all or most o dismantling Israel, 
would have to abandon their rea 


( 3 ) The world scene. The LS acting alone could not bring about a compro- 
mise; Soviet participation was needed for any chance of success. Even then, it 
was not clear that the superpowers could impose a solution on the Arabs and 
Israelis. Would an American guarantee of security be thinkable in the present 
climate in Washington, or credible after Vietnam? Would an Iranian oil 
guarantee for Israel be believ able after the abandonment of the Kurds? Were 
the Russians genuinely interested in peace in the Middle East? What role was 
there for Europe and the LN? There was a definite European commitment to 
the State of Israel (but perhaps not to an Israel which sought to define its own 
boundaries without regard to the international situation/. Just how this commit- 
ment would be implemented in any contingency was another question, but 
t ere was no doubt that Europe, like the rest of the world, had an enormous 
stake in Middle Eastern peace. 

Another war there would be disastrous on several counts. It was iikelv to be 

more destructive than the last war, with a greater risk of widening into a 

worldwide conflagration. It would almost inevitably involve another oil cm- 

bargo, longer and more intense than before. With Europe’s 80 per cent depen- 

““ Mlddle East oil, economic chaos and mass unemployment would 

and rh rTr* anodl ^ r war wou ld again generate friction between Europe 

fuel i no- t n ° Ut SUPP EraeP ^ hh the Azores no longer available as a 

to sce a?h’l ma r" y ' V °“' d try '° plny « role, as Ac did no. want 

, i r P " WCT ,ed agains ' ,l,e LIS 1,1 «" Middle East. But there 

,W NATO a ° ,ha ‘ r0,C - dangers would result from depict- 

ZltlZZT I" T EUr ° PC W '" Ch mi g'» bc needed in a European 
contingency arising from a Middle East conflict. 

procLures e Durs n ueTh 1C ^ ant 0UtHned some of the reasons for the tactical 
It had to be noted, first of 17*"“ US^ r) ^ ^ 

in a Middle East settlement - had tmd^f i- daimcd no exclusive role 

instance of the parties th* i dertaken to act as intermediary at the 

of face-to-face discussions. TheThoL^f ^ t^b disapP ° inted ^ the resultS 
mzed certain realities in the matter- ste P- b y-step approach had recog- 

(t) the fragility of t he political situation in Israel- 

problems before bJelsste^ ^ rCS ° 1Ving ^ 

(3) the advisability of not ’ 

would have given an advantao-o t P ^ varlous Arab states together, which 

(4) the history of ! § extremist doctrinaire views ; 

seriously with King Hussefnbeforeth 8 ’ 77 Israd ’ S faiIure to negotiate more 

(5) the realization Xt ^ R f a * Conference; and 

he comprehensive approach advocated by the 
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Russians would have amounted to the formulation of an excessively complex 
and legalistic agreement, known to be acceptable to the Arabs, with the 
role limited to producing movement on the Israeli side. 

It appeared that this last round of negotiations had broken down because 
of a lack of political will. Without trying to weigh the blame, the speaker 
thought that there had been a failure on the Israel, side to apprcciate the 
advantages of developing a relationship with a moderate Arab leader hk 
President Sadat, who had been prepared to negotiate without count. 

? e -hire orthe = 

ta!b had been a misunderstanding a, been leen as a political 

SST-Zr, » ".ucnic,;, which President 
could no, take, whereas the Israelis had viewed nrer y as J 

step towards peace. It was important for t ' need to be assured 

significance of this nuance, and of Isr P Y t p e speaker said, 

of the Arabs’ non-belligerence. W ith sue an occupied territories, 

there would be no real problem about releasing he o^cup 
which most observers thought would be essentia o Q uldon had sa id that 
According to an American participant *vi ambitions, and the 

Israel’s pre-t 9 67 borders were large enough for her tutu ^ 

present Israeli government had assente to rectifications might have 

Another American said that some ' ml "° r . ation Q f t he Golan Heights and 
to be made, and that the substantial derm troo ps, augmented by 

other areas was recommended. ^™ enCaI j. t a ne utral peace-keeping force, 
elements from other countries, could co ^* of its importance to all Arabs. 

Jerusalem was a problem of its own, physical security, according 

It exemplified the need for psychological as weU as P agree ment with 

to an International participant. srae d several speakers endorse 

the idea of a special status for Jerusalem, 

concept. . t u e establishment of a sor o g 

An American P artici P a " t S ^y ^endowed with political as well a» ^ 
Vatican” at the core of the city, small contingent of 1 

independence. It could be protec e Pakistan and Turkey. y d ary 

Guards”, recruited from such oounW--^ thought that the bound ry 
On the Palestinian question, anoth ^ A J vent 0 f a semblance 
issue was secondary, and that wi . wou id disappear, 

problems of the Golan Heights and dm & ^ ^ workm g out thenfo^ ^ 
essential that the Palestinian p P whether their nationa 
It should be up to them to decid 



separate from Jordan, or a part of an enlarged state of Jordan. This might best 
be decided, another US participant had suggested, through a plebiscite of 
all the Palestinian people, both those on the West bank and those in refugee 
camps.) 

The speaker went on to stress that it was important now to try to get the 
Israelis and the Palestinians to talk to one another directly. This could con- 
ceivably be brought about by the efforts of private citizens - European, 
American, Japanese — who had such a large stake in Middle Eastern peace and 
who might be able to take initiatives that were foreclosed to their governments, 
in order to mobilize a sense of urgency. 

In the opinion of a French participant, the importance and difficulty of the 
Palestinian problem had been over-estimated. It was just one of a series of 
issues, and should be de-emphasized. At the negotiating level, representatives 
of the PLO had already been at the first Geneva Conference, and Israel was 
engaged in conversations with Jordan about a zone along the River Jordan 
w ere Palestinians could be resettled. It was admittedly never agreeable to 
gotiate with people who resorted to terrorism, but in seeking peace one had 
inevitably to deal with one’s enemies. 

f s P ea ker felt that we should be as assiduous in seeking a solution 

or the Palestinians as we had been in helping the Israelis with their national 

me in t e 1940 s. What was needed above all was a spirit of fairness and 
common sense. 


PI n P ^ ol3a kly k e confronted with the problem of where to seat the 

Some nartJA TT, °? n f eren ce, which appeared likely to be reconvened. 
A French ^ C ° r n ° h ° pe that a so!lltion would be found there. 

Lei dtnT^ er "I that ° nC C ° Uld n0t is ° late *e analysis of the Arab- 
tZ Lr 7 «n e T thC ° ther C ° nflictS ar0und the fringes of Europe 

(Yugoslavia) The f 1 7 rt' P ° rtUgal) or Probably would be tomorrow 

lack oLlLdl fn C C bSt Kissin § er ™ssion was symptomatic of a 

having no economic LV ^ ^ ^ ^ 

adversary. All that could be hoped for in f ^ ° PP ° Smon to a common 
risk was that the IJS anri p P Geneva was to gam time, but the 

even more divided. Ur ° Pe ’ WOrkm S at cross-purposes, would become 

An American speaker indicated that ttc 
to return to Geneva, provided the rn f US government would be prepared 
preparation could include amn u Cre ” Ce were carefuI ^Y prepared. Such 
aimed at improving the atm ° ther thin gs, further interim agreements 

the parties. § 0S Phere and developing some confidence between 

her US intervention advocated the urgent adoption of the following 
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course of action: that President Ford enunciate an American position which 
should be essentially to give flesh and blood to Resolution 242 of the UN 
Security Council (for which there was allegedly overwhelming support m 
Israel) ; that it be stressed that this position was advocated by the US indepen- 
dently, not as a surrogate for Israel; that the American position should be 
affirmed before the Russians could claim credit- that the aa 
should then work out a common position, on the basis o Y 

seek agreement with the Soviet Union. he declaration ma de 

Such an East-West agreement would be based would use 

after the 1972 Nixon-Brezhnev summit that the Ub ana t in 

,h«ir best effort, to remove areas of co»fl.« around ^ (hat declara . 

the Middle East. The Soviet Union should be challe ^ , prlaration v i z „ that 
tion before the West agreed to go forward on anot ^ which wou ld 
foreseen following the European Security -on er > prelude to 

be especially sought by Brezhnev as a capstone to his career 

the twenty-fifth Communist party congress m e ru the R uss ians were all 
Finnish and British participants were not sur w ph other conces- 

that interested in “buying” a Security ° n e r ad i arge ly achieved their 
sions, such as about the Middle East. They a in Eastern Europe, 

principal aim of putting an end to expectations stan tial additional price 

Was it not unrealistic to expect them to pay othe r spea kers, there 

just for a summit declaration? All the same, on the spot . They 

was no reason for us not to drag our teet.an / ' would have been made 

might refuse to cooperate, but at least their attitude 

evident. . . hard to count them out oft e 

Regardless of the Russians’ intentions, 1 spea ker. They were excluded 

Middle East equation, in the judgment o a system, relations among 

from many international forums - on the ™ du dng states - so it was not 
the industrialized countries and with the P tryin g hard to maintai 

surprising that they would counrer .hr, .solarion V ^ ^ 

role in the Middle East. Soviet Union and 

An American contended that indeed tte ^ ^ only t o block e ^ 

both want to guarantee any sett eme another war. Preserving 

other’s regional pretensions and to p of the superpowers . ^ thc 

pendence of Israel was also ira P or a means of putting P r 

for political reasons and to the USSR ^ had a “ n0 

Arabs. . ^rticioant, the U r-pnlized could 

According to another ^“^^die East, ^V^f^heir “client" 
war/no peace” attitude ab • k D f ( a ) the defea 

not endure. They sensed the double risk 1 


in a 


war, and (b) damage to East- West detente. Furthermore, the avoidance of 
conflict on the periphery was seen as part of a new Soviet strategy which was 
concentrating on political weaknesses in such Western centers as Italy, France, 
Portugal and Spain (“the general crisis of capitalism”). The speaker conse- 
quently foresaw a conciliatory Soviet attitude in the Middle East. 

This analysis was supported by a British participant, but a Frenchman took 
issue with it. With their resolute and unyielding ways, he said, the Russians 
were managing to impose their views ev erywhere, while they were busy building 
up an unprecedentedly strong naval force. Why should they be interested in a 
peaceful settlement in the Middle East? 

An Italian also saw no evidence of the Russians’ willingness to renounce 
their intention of restoring their influence in the Middle East, including the 
Persian Gulf. This speaker went on to say that any Mid-East settlement would 
have to begin with a validation of the moderate forces in both the Arab and 
Israeli camps. 

Another Italian challenged the contention that the Soviets were now 
aiming to upset the balance in Europe. They were being kept too busy with 
their troubles with the East European Communist parties. The American 
speaker replied that he had not meant to suggest that the Soviets hoped to 
break up the Western alliance. It was rather that they sought to promote de- 
composition in the West wherever possible. Although thev were now passing 

into a phase of great-power aspirations and achievements, thev would take 
care to act prudently. 


The role of Europe itself in any Middle Eastern settlement was the subject of 
several interventions. An Irish participant conceded that there was as yet no 
§e uropean viewpoint , and that some member countries were franklv 

^oblm t u an ° thers - Nonetheless, he detected enough shared view- 

p o suggest that a common European policy should be sought. 

speaker' sunn ' TfTu ** ^ W ° uld bc P oint less. An International 

future^ be X ^ 7 a / renchman ’ sa * d that Europe would not in the near 

Middle East. ' ^ t0 ^ ° Y Wea P onr F or to g^e political guarantees in the 


that European iTterest Fren< lH’ Amencan and International - were persuaded 
in the economic sphered hdnin^th^pT ^ lmportant post-settlement role 
leading the Israelis out nf th ■ ^ C a I est inians to build roads and housing; 
regional <***»! and generally promoting 

wa' beta”' tirried^J kS| ked a t" ' he a PP licati ° n of anti-Israel boycott rules 
together and set iimh bt H t & ™P“" ^"tries had to ge, 

m,,S bey °" d Wh,cl > 'toy would no. go in giving in t0 L 
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«vaVpr said that his generation had not 'M xnulLU 

tmotigh about it to be horrified l>y ll' 1 ' ’ ' ' 1 ' U i*t r V ri d 1 economic threats - had 
The 1973 crisis - with Us onoiinmis ‘ ^ & result Q f poor commu- 

attenuated Europcan-Ameru an relations,^ ‘ l S > ‘ oarnap ant. But European 
nications, according to an Irish and an mtrna i a f ac t perhaps 

attitudes about the Middle East had gioun p 

not fully understood by the Americans. rentered, it was not that it 

An Italian said that if Europe still sconce was preoccupied 

preferred to leave .all responsibility to the LS, but 

with safeguarding its own fragile unity. Uttle residue of resentment 

While an International speaker found app^ h art i c i pa nt said that a 

in Europe about America’s behavior m i9/3> ‘ rea u y imply that Europe 

question hung in the air: r>tcl the cx,sl J n ?^ e the Americans judged that vita 
had a “duty” to follow the hS every 

interests were at stake? art the Middle East an e s 

The ability of the VS to play »« c(T ' ct r events in Southeast Asia an 

where had boon called into question Y k that Israeli politicians 

Washington. It was repotted by » B " 'fyZZL, accept any formula for a 
expressed reluctance, after the debacle i» V« ^ American guarantees, 
settlement that would be pritnari y topic, 

discussion of Ibis question led naturally mto 


MATO countries. 

II. Other recent developments ajfectin g the relations amon ^ ^ ^ 

A German participant said that, 

5 Schadenfreude, about Am er | ca Vietnam, (b) t e current style 

ondering about the implication^ V/ relations, and £)* ■ Qne a . 

,S Congress of more authonty injor g^ tQ d ! towards 

f American diplomacy, w 1C re to be no m seemed to he m 

,r problem at a rime. Even . here ^ ^ of readtustmen 
he old isolationism , as nc V 


store. 
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A Turkist participant reported that some Europeans envisaged having 
lobby directly with t lie LS Congress, or even with its constituencies. 

According to a British speaker, there had been talk at a recent meeting of 
the Council of Europe of the need for increased self-reliance, while some had 
gone so far as to suggest putting out feelers about possible European neutrality. 

On the other hand, said an Italian, there was a feeling in some quarters 
that there had been no fundamental change in Europe’s attitude towards 
America. Since, in Soviet eyes, the LS had suffered a major defeat in Vietnam, 
a Norwegian participant thought that it was now more important than ever 
for Europeans to reassure the LS of their loyalty to the alliance. 

To one American, Europeans in general seemed to lack a feeling of respon- 
sibility for events. It might not be too much to say that a creative impulse 
a out its own responsibilities was missing from Europe. While Europeans were 
prepared to leave things to the Americans, many expressed doubts about the 
US security commitment to Europe and about l'S domestic cohesion. 

ere was a strong Marxist flavor to much of European university teaching 
abo Ut current affairs in the US, which the speaker illustrated bv citing the 
titles of courses offered at the Free University of Berlin. This meant that a 

” ^® ne ^ atlon ° Europeans was growing up which might not feel that all of 
us in the Atlantic community were “in the same boat”. 

foreio-n ^ mer icans commented on current attitudes in their country towards 
ftendencvT T ntS ' °“ ° fthem Senscd * ^finite trend towards isolationism, 
that a “nrnln° ° W " grade C > uest,ons of security, alliances, the UN. He felt 
and the^anan^ ° fCreat ‘ Ve leader sln'p” on the part of the Europeans 

public „pir„ S " OW “ " 1S P ire American Congress’^ 

had nM h finidv!n' hi" " Tr "a wl ' eIher the relentless criticism of US policies 

S “" C,hn bC,WCe " thc values of free and collec 

challenged. A ,V or cc Itgi .an' f ' b ' U " able to makc a hcroic effort lf 

Europe. same question about young people in 

A moll' people 5 S ttT "° d ° Ubt ab ° U ' th ' determination of the 
pointed ouLha, t^e NATO ::Lrh?d h T' W ” ,d - A US 

to the public that it would ^ een ratl fied after a clear explanation 

further autho^S ^ "S troop" without 

about the Vietnam war, which had cause I ° — ^ P ° mtS ° f contentlon 

that it had been pursued whm, * Caused such divisiveness in America, was 

of that war might well enable the rs° Per Con S ressional approval. The end 
-nts in other p^rts of “ *° * ^ 
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It wa* true all the same that a process of change was under way in Washing- 
ton to redress the balance of power in the conduct of foreign affairs, s on 

xszu «. «h. - «• «. ' h r rchite r f Xr r. 

upTIbi&mgms to supply the bricks and mortar, a d.vtston oflabor 

had been overlooked in recent years. nendulum had now 

Another American participant suggcsti n Congressional ban 

swung too far in the other direction, 

on arms aid to Turkey. He char aett rue g ' a non-productive of the goal 

and the US, potentially helpful to the l SS , ^ lution D f the Cyprus 

its proponents allegedly had in mind, namely, the resolute 

crisis. . ■ ir r tl« where the balance should be 

The speaker was not sure himself exactly ater interest in the 

struck as between the executive and t re egis a > ^ the peo ple would 
problem had recently grown up among t ic p ukdyj though, was 

eventually set the degree of readjustmen . ^ ^ Congress, in the wake 

that the present mood would not ic c e n ■ “anti-every thing” spirit, 

of Vietnam and Watergate, had exhibited trac * _ that ha d not happened 

When the “rib cage” oflcadership eventua Y public’s dissatisfaction 

yet - the Congress would be able to respond to the p 

with the status quo. „ 11T iseled not to wring their hands 

But in the meantime, Europeans were c ^ l “ tmen t» If a real threat to 
in anguish about the “credibility o t e speaker’s mind that Anieric 

Europe emerged, there was no doubt in for the US - or for 

would respond quickly. There was n ° ^ as equivalent to peace, whic it wa 
Europe - unless one believed that detente was equi ^ 

^An International participant drew 

saw on the positive side: Iceland s con . | of Germany’s military ’ 

aircraft carrier” ; the successfu restru coope ration within « \ ^ 

Italy’s naval building program; str °" g , fcmc budgets in real termS ’ side; 
work of the 1966 decision; increase 0ttawa . On th ^. neg * d pub- 

proved consultation within t e a ia . p _Q r eek troubles , x ® a 

L Far East situation; P^ ’ and monetary was 


e Far East situation, economic and monetary^ was 

lie opinion in many countne , noints where the N recessionary 

Other participants also m.nt.oned pom« weakness,^ 

vulnerable. A Norwegian '">P ha ““^. y of the northern flank ca 
effects on budgets, and the fowm* “mplexj ^ ^ press „res .0 
oil developments). A Turkish sp Swiss and 

after the ECSC summit. . troubled southern 
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German interventions suggested that much liad gone wrong in Portugal during 
the past year because other European countries had paid little attention to 
Portuguese needs. The election results meant that the leaders there still had to 
be malleable, and the opportunity should rjuieldy he taken to offer Portugal a 
package of economic aid and EC- association, against a guarantee of some 
minimum conditions of pluralistic democracy. An International participant 
took exception to the implication of “missed opportunities”, pointing out that 
Portugal had been treated very correctly in NATO, with offers of economic 
aid and great sympathy to democratic leaders, all to no avail. 

In Italy, the historical compromise seemed to have no chance in the 
immediate future, according to Italian and German participants. The Com- 
munists had conceded that Italy would remain in NATO and the EC. The 
economic crisis had been eased without mass unrest by the rapid adjustment of 
some imbalances in the Italian economy, and one could be cautiously hopeful, 
ur is reek relations were characterized by an International speaker 
tent sore which erupted violentlv from time to time. The principal 
components of the present conflict were Cyprus and the Aegean, and a German 
^ ‘ C , lpa ' U advocate d a compromise whereby the Turks might vield on Cyprus 
hnth ^ GreCkS ° n thC Ae S ean ’ Perhaps the EC - full membership of which 

mbdnn 0UI r a Te d t0 ~ C ° Uld bc hcl P fuI in Providing a fact-finding com- 
mission, a channe 1 of communication and a meeting ground. 

senamtetf Speaber u re P lied that Cyprus and the Aegean were completely 
joint so i n *i UeS, A a , n u tH f U ^ hke rnixin ^ a PP ,cs and oranges to talk of a 
both sides Tn k ° Ug m 16 armS raCC Was debilitating to the economy of 

suspended'while NATO decided^what'to !do '’ CT dCr “ S ' 

very W eri C Zce'of°Th add , ed ,h « tl * i" Cyprus involved .he 

generis ■ that the T„ £ S ^ W ^ Cb had hcCn creatcd b Y treaty and was sui 
and that the US arms embareo Countln S ° n Greek willingness to negotiate; 
productive. It was nnfb t g , Was n0t on ^ harmful to NATO but counter- 
deterioration in NATO reTf 1 ’ at thl * reglonal dls P ute had been blamed for a 
been much more ^ American crcdibl,it ^ had 
withdrawal from Vietnam Y 6 S reactlon t0 the Cyprus affair than by the 

As to the general state of NATO an A™.* • • • 

alliance had worked reasonahJv n • ™ erican participant observed that the 
countries had agreed to do tc ^1. ^ T handhn ® thin S s which the member 
they had persuaded their l b f b ^ ^ planned for ’ and which 

not been on the NATO agenda ab ° Ut ' ^ Middle Ea$t had unfort unately 

But the world had changed since that agenda had been drawn up, and it 
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was time for it to be broadened to cover relationships with nations outside 

the alliance. On several occasions since 1973, Secretary ia bee^US 

closer Atlantic cooperation on a broader range ot issues, it had not been 
reluctance which had slowed that inevitable step 
Another American suggested, however, that the current styboi VSJ^o 
macy, which favored top-to-top rather than middle-level con ultat 
been an impediment and should he discarded in fa\oi o a re 

...... e-re - 

it seemed that the US was constrained - by cur 1 ent ex en own precon . 

process -to hammer out agreed positions unwiUin g to “agree to 

ceived positions. At the same time, ti « t - f » re not with us, you’re 

disagree”, tending instead to adopt an attitude 

against us.” 


It was useful to step back occasionally to tak ^ 0 f political crises 

Italian participant, «r were faced not w.th an assortment P 
but with a prolonged historical crisis of egitim , , with the interaction 

In the judgment of an American we were syste m. We 

of a crisis of liberal democracy and a ens rracke d system, whereas we 

often seemed to be talking about how to res or Dutc h participant alluded 

should be thinking in terms of broad 1 di ; cussion 0 f both agenda items 

to the “restorative tendencies” evident m inflation an d that on political 

Certain parallels between the discussion 1 & lack of political will was 

developments were commented upon. In e in each , there was amysti- 

often the stumbling block on the path to ’ ounce tehir aspirations and 

cal expectation that people should be ^ in each , appeals for such 

to act in a way contrary to their own w ho were required to gw 

selfless action were frequently heard from those ^ 

very little themselves. . , • v :„ w the implications of m - ^ 

The Chairman remarked that, in ’ us up aga inst t e 

issues touched on during p^j^ion^ncrease. The UN “"n growS 
table problem of human P P d concluded that pop ,i eC adc - a 

subiccl he.d in she middle of, he n«, decad 

would not present a po f, t : m ; s tic to many observers. sensible view 

timetable which seemed too opumistict^ ^ more sen sib 

As demographic changes op 


might be that there was no time to lose in planning for this difficult problem. 
One useful step would be to include a population factor in till economic con- 
siderations. We had also to keep in mind that the related problems of tin- 
environment - pollution, consumption of resources - were present in the ties el- 
oping and the developed countries alike. 

* 

* * 

Inclosing the meeting, H.R.H. The Prince of the Netherlands, as Chairman, 
expressed his appreciation, on behalf of all those present, for the generous and 
efficient hospitality of Mr. Beyazit, the Turkish host, and for the efforts of tin- 
many people who had worked to insure the success of the conference: the 
authors of the working papers, the interpreters, the secretariat and the hotel 
staff. An American and a British participant thanked the Prince in turn for 
having presided at this interesting and enjoyable meeting. 
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